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Editorial Comment 


G INCE member banks are the only 

shareholders of the Federal Reserve 
banks, they are naturally interested in 
the earnings of those institutions. Last 
year, from a recent report, it is shown 
that the banks earned net from their 
current operations in 1936, $8,026,000, 
compared with $12,235,000 in 1935. To 
the net current earnings of 1936 there 
was to be added $9,494,000, of which 
$8,900,000 came from profits of the 
sale of United States Government and 
other securities. 

Of the total current earnings $35,- 
180,000 was on United States securities, 
and only $2,718,000 on bills discounted 
and purchased, industrial advances and 
miscellaneous items. 

From these figures it will be seen 
how far the Federal Reserve banks have 
gone into Government financing and 
how little service they are rendering to 
trade and industry—a situation for 
which the Federal Reserve banks are 
not responsible, but which is due to 
other causes, and substantially does not 
differ from the position of the member 
banks themselves. 

Out of the net earnings last year 
dividends were paid amounting to 
$7,829,000 and $457,000 added to 
surplus. 

One item in the expense account 
consists of an assessment of $2,008,000 
to apply on the cost of a building for 
the board of governors of the Federal 
Reserve System, thus providing for the 
housing of the board in a style con- 
forming to that prevailing among the 
Reserve banks. 

The very limited scope of operations 
of the Federal Reserve banks, outside 
the realm of Government financing, 
raises the question of the possible excess 
in the number of these institutions. At 
present, and for some time to come, 
there is not likely to be the same need 
for the services of the Federal Reserve 


banks as has existed in the past, and 
it seems quite reasonable to believe that 
all requirements could be met if the 
number of these banks were reduced 
from twelve to six. Geographically, it 
would seem that a fair distribution of 
these institutions might be, one respec- 
tively for the North Atlantic seaboard, 
the South, the Middle West, the North 
West, the South West, and the Pacific 
Coast. This would provide adequate 
Federal Reserve services to all sections 
of the country. The discontinued banks 
could remain as branches of the Fed- 
eral Reserve banks in the several 
districts. 

Members of Congress from the aban- 
doned districts, chambers of commerce 
and other local interests would protest 
vigorously against anything that would 
apparently diminish their political and 
financial prestige, but such protests 
should not be considered if it could be 
shown that such curtailment would re- 
sult in great economy with no loss in 
efficiency. 

At a time when a liberal spending 
policy is being received with so much 
public approval, the advocacy of econ- 
omy is not likely to prove popular. But 
it would seem that the member banks, 
who contributed all the original funds 
for setting the Reserve banks in opera- 
tion, should have a voice in the matter. 

It is well known that the Federal 
Reserve districts as established repre- 
sented concessions to local political 
interests. Now, it would seem, con- 
siderations of economy and efficiency 
might well be invoked. 

Not only were more Federal Reserve 
districts created than were really re- 
quired—for example, three on the North 
Atlantic coast when one would have 
been adequate—but in many other re- 
spects the bridge was made much 
broader than the flood. 


Bankers are coming to realize, rather 
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late in the day, that while the Federal 
Reserve System has many admirable 
features, some of the provisions of the 
act have contributed largely to the 
growth of inflation which, at various 
times since the enactment of the law in 
1913, has been of serious detriment to 
the country. 

With the concentration of the dis- 
tricts, as suggested above, the system 
would be amply able to meet all sound 
demands made upon it, and would be 
less likely to be swayed by influences 
which have, in the past, at times oper- 
ated in a manner harmful to the in- 
terests of the member banks and to 
the general welfare of the country, 
which, after all, is of paramount im- 
portance. 


fC} 


HAVING examined innumerable bank 

statements without deriving from 
them an appreciable amount either of 
literary charm or of enlightenment as 
to the actual condition of the particu- 


lar bank whose figures were set 
forth in the statement under scrutiny, 
it becomes surprisingly — refreshing 
to find a statement that does, at 
least, furnish intelligible information 
as to the bank in question, even if 
literary charm is absent—something not 
rightfully to be expected. 

Reference is made to the statement 
of the United States Trust Company of 
New York, as of January 1, 1937. 

Stock and bond investments were, on 
the date named, of the value of $27.- 
090,000. But you are not left with this 
bare piece of information. You are told 
how much is in Government bonds, in 
those of states and municipalities, in 
railroads, other bonds, and stocks (that 
of the Federal Reserve Bank of New 
York only). You are told a great deal 
more than that: dates of maturity, rate 
of interest, par value, book price and 
book value, and this with respect to 
every security held in this account. 

Bank statements have long been sub- 
ject to criticism because of their lack 
of information within the comprehen- 
sion of persons possessed of average 
intelligence. This statement would seem 


to go to a considerable length toward 
curing this defect. 

Manifestly, there are some limita- 
tions on the information a bank state- 
ment can make public. It would never 
do, for example, for the First National 
Bank to print in its statement, “Loan 
to John Smith, $10,000.” But bank state- 
ments could be made much more in- 
formative than they usually are without 
revealing any matters that should be 
kept confidential. In this respect the 
United States Trust Company has set 
a worthy example. 


® 


ADVOCATES of branch banking are 

notable for the timidity they dis- 
play in the application of their favorite 
banking remedy. They propose exten- 
sion of branches within the county or 
city in which the parent bank is located, 
within Federal Reserve districts, within 
state lines, and some of the more cou- 
rageous proponents of the system would 
extend it to “trade areas.” What these 
are, THE BANKERS MAGAZINE has never 
been able to discover. There exist with- 
in and around every large city a retail 
shopping district and to some extent a 
wholesale district also; but when you 
come to consider a “trade area” as rela- 
tive to the great industries of the coun- 
try, it is impossible to define it. Who 
can limit the “trade areas” of New 
York, Chicago and Detroit—to make 
no mention of a number of other im- 
portant cities? 

Politicians would no doubt raise a 
terrible outcry if anyone should sug- 
gest that branch banking, if permitted, 
should be a privilege granted to only a 
limited number of the great banks in 
some half dozen of the largest cities in 
the United States. And yet, if the coun- 
try is to have the advantages of branch 
banking which its friends claim for it, 
that is exactly what will have to be 
done. What are these actual or claimed 
advantages? Distribution of assets, 
economy in operating branches where 
an independent bank would not be war- 
ranted, and the superior management 
to be had from banks of large capital, 
and the superior safety of the big bank. 
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To consider all these factors would 
require more extended treatment than is 
here possible, and but one of them, and 
perhaps the most important, will be 
studied. This relates to the distribution 
of assets, something which branch 
banking may achieve more easily than 
in case of a bank operating within a 
small territory. This distribution of 
assets does not mean with reference to 
geography only, but to the various 
branches of production and trade. 

The principle of diversification is 
not universally accepted. Andrew Car- 
negie is credited with saying, “Put all 
your eggs in one basket, and watch 
that basket.” But in theory, the idea is 
that if you are making agricultural 
loans, for instance, that by extending 
the scope of operations, the probability 
of loss will not be so great; if crops 
fail in one state or in one section of the 
country, they will not be likely to fail 
in all states or in a wide section. And 
as to industrial loans, should one or a 
few industries be in a depressed condi- 


tion, some will still be prosperous. In 
a general way, the theory is sound 
enough, and this may be considered as 
favorable to branch banking. 

But how are you to obtain these ad- 
vantages if branch banking is to be 
permitted to thousands of banks oper- 


ating within restricted limits? It is 
certain that if this privilege is ex- 
tended to thousands of banks, while 
at the same time the area of their oper- 
ations is circumscribed, the benefits of 
real branch banking will not only be 
absent, but new dangers incurred. For 
these thousands of banks can hardly 
have the capital needed to expand their 
activities, while if they are territorially 
limited, the main advantage of branch 
banking—that of diversification—will 
be lost. 

Those who are advocating the adop- 
tion of branch banking should have 
the courage of their convictions. If they 
believe the benefits of this system would 
be so great as to justify the turning 
over of the entire hanking machinery 
of the United States to some fifty or one 
hundred big banks, with authority to 
establish nation-wide branches, which 


would mean genuine branch banking, 
let them tell the country that this is 
what they mean. 

Bankers are profoundly interested in 
this question, for legislation relating to 
the matter may possibly come up for 
consideration at the present session of 
Congress. 

Readers of THE BANKERS MAGAZINE 
who wish to express their views, one way 
or the other, are cordially invited to 
make their attitude known through this 
medium of expression. 

The real problem, after all, is genu- 
ine branch banking or a weak imitation 
of it, or the improvement and main- 
tenance of our independent system of 
unit banks. 


BO) 


LOANS made by the Household Fi- 
nance Corporation in 1936, accord- 
ing to information furnished by its re- 
search department, were approximately 
$100,000,000, in amounts averaging 
$163 to about 615,000 borrowers. 

It might be interesting, could the 
banks ascertain how much of this one 
hundred millions they might have lent 
out with profit and safety. The banks 
could not, of course, have handled all 
these loans, nor perhaps a large pro- 
portion of them, though there must 
have been a good many that could have 
been dealt with by the banks had they 
possessed the necessary equipment and 
experience. 

Lately, many banks have installed 
what they are pleased to call “personal 
loan departments,” presumably to dis- 
tinguish such advances from loans con- 
sidered as impersonal; that is, those 
where the collateral security is looked 
to almost or quite exclusively for the 
safety of the loan. 

There is probably no better loan in 
any bank than that based on the estab- 
lished integrity and proved capacity of 
the person to whom the loan is made. 
Collateral may shrink and shrivel, but 
such a borrower stands like the rock 
against which the winds and waves 
vainly beat. 

With some twenty-five agencies of the 
Federal Government engaged in what 
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are substantially banking functions, 
and with numerous concerns com- 
peting for business, the bankers must 
be alert to see that they do not lose— 
not only temporarily but permanently 
—a large volume of business legiti- 
mately belonging to them. 


sO; 


"THE kind of government which pre- 
vails in the United States may be 
of more importance to bankers than is 
commonly supposed. In using the word 
“kind” reference is not made to the 
political complexion of the party in 
power at any particular time, nor does 
it refer to the quality of the Adminis- 
tration as to whether it is good or other- 
wise. The question under consideration 
is as to whether the form of govern- 
ment is democratic or republican, as 
those terms are employed to distinguish 
between a democracy and a republic. 

In his address at the assembling of 
Congress, President Roosevelt spoke of 
“our democratic form of government.” 
In a later message, he referred to “our 
republican form of government.” Which 
definition is right? Or are both forms 
the same? 

Reading The Federalist, one dis- 
covers that Madison and Jay, certainly 
authorities on the matter, were clearly 
of the belief that the Constitution meant 
to establish the Republican form, and 
Madison is known to have insisted that 
this was intended to mean that a democ- 
racy was not created. But there is highly 
respectable authority on the other side. 
In “Our Chief Magistrate and His 
Powers,” by William Howard Taft, it is 
said in reference to a case involving 
taxation, coming to the Supreme Court 
from Oregon: 

“It was contended that an initiative 
and referendum were inconsistent with 
a republican form of government. ‘ 
The Supreme Court answered that the 
question whether a state had a repub- 
lican form of government was a polit- 
ical question for Congress to settle. 

I think myself that there is no 
doubt that the term ‘republican’ in that 
clause in the Constitution was intended 
to distinguish our form of government 
from a monarchical form, and that it 


was not intended to make a distinction 
between what is called a republican 
form of government and a purely demo- 
cratic or direct form of popular govern- 
ment. Congress is the authority to decide 
this question.” 

The clause in the Constitution to 
which Mr. Taft referred is (Article IV, 
Sec. 4): 

“The United States shall guarantee to 
every state in this Union a republican 
form of government.” 

Mr. Taft has given his construction 
of this clause, and his view is entitled 
to great respect. 

If the United States may be con- 
sidered as a democracy, it may add 
weight to all popular demands coming 
from the people at any particular period 
of time. The President would like to 
have the Supreme Court’s decision in 
harmony with the liberal spirit of the 
times. A member of Congress has put 
the matter more bluntly by demanding 
that the Court should follow the elec- 
tion returns. 

In reality, the Supreme Court is not 
concerned with liberal or conservative 
tendencies, but with the law and prin- 
ciples as laid down specifically in the 
Constitution, or such as may be deduced 
from its plain implications. At any 
time that the people wish these prin- 
ciples changed, the Constitution itself 
points out how this may be done. To 
make the Supreme Court follow the 
election returns, would simply mean 
that whatever whims or vagaries the 
public may temporarily entertain must 
be approved by the highest judicial 
authority in the land. Popular opinion 
in this country is vacillating. There are 
some principles in the Constitution that 
should not, as the result of any election, 
be subject to popular control. In other 
words, the Constitution is more like the 
north star “of whose true fixed and 
resting quality there is no fellow in the 
firmament” than like the weathervane 
some would have it be. 


© 
EARS of inflation induced by our 


large and increasing stock of gold 
have led the Government to take action 
designed to sterilize gold imports. This 





THE BANKERS MAGAZINE 


is achieyed by issuing Treasury bills 
to buy the metal, and thus keep it out 
of the banks where its presence would 
further add to the already swollen 
reserves. 

A cheaper method, and possibly quite 
as effective, would be to put gold, in 
the form of certificates, into circulation, 
as was done by the Federal Reserve in 
1920, and for the same purpose. By re- 
placing Federal Reserve notes, to the 
desired extent, with gold certificates, a 
considerable part of the gold would be 
rendered unavailable for reserve pur- 
poses—that part of it which remained 
in the hand-to-hand circulation. It is 
true that the same kind of money in 
circulation will be found in the banks, 
since people deposit their surplus cur- 
rency in the banks from day to day. 
But quite a large amount remains in the 
hands of the people, and this amount, 
whatever it may be on any particular 
date, cannot be employed as_ bank 
reserves. 

Anyway, the policy of using gold, 
instead of buying the metal and steril- 
izing it or burying it in the ground, 
would seem the more obvious policy. 

There exists at the present time, with 
our large stock of gold, an unexampled 
opportunity of giving to the United 
States a really sound circulating me- 
dium—gold coin or certificates actu- 
ally redeemable in gold. It will be said 
that such a curency is unnecessarily 
costly, but it can hardly be shown that 
it is as expensive as paper currency 
has been. 


It is not expected that this suggestion 
will make any impression whatever on 
those at Washington charged with shap- 
ing the monetary policy of the United 
States. 

© 


Two Jewish business men were riding 
home from their stores on the street car. 
Side by side they sat, both looking worried 
and both remaining silent. Finally one 
heaved a deep sigh. The other studied 
him for a moment and then said in an 
annoyed tone: telling 
Modern Finance. 


“You're me?”— 


More profits 
and good will 
for your bank... 


That the average city bank can make a 
profit and increase good will by a properly 
organized “small loan department” has been 
clearly demonstrated by banks that have 
succeeded in this field. 


A working manual for bankers who would 
repeat ‘these successes will be found in 


INCREASING 
PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 
G. F. FOLEY 


The authors of this book have had years 
of practical experience in developing a small 
loan department in the Denver National 
Bank, They are also the originators of the 
nationally known “Denver Plan” for liqui- 
dating retail charge accounts which is fully 
described in this book. 


Your name and address on the coupon 
below will bring this new book to your desk 
on 5 days’ approval, 


BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


Please send me on approval a copy of 
“Increasing Personal Loan Business” by 
Doan and Foley. At the end of 5 days I 
will either remit $2.50 or return the book. 





y oe machinery upon which 
sound banking service depends is 
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are the result of relationships built 
up through 133 years of unbroken 
service. 
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RECOVERY REACHES THE BANKS 


Record of New York, Chicago, Philadelphia 
and Boston Banks During the Year 1936 


By F. L. Garcia 


Statistician, Hoit, Rose § Troster 


HE year 1936 was a definite recov- 
ery year for banking—earning 
assets, particularly “commercial” 
loans, expanded sharply and “non- 
recurring profits (profits on sale of se- 
curities, recoveries, etc.) enabled final 
net profits in many instances to exceed 
1928 and 1929 levels by a wide margin. 

As a result, capital funds and asset 
positions materially improved, and 
R.F.C. capital in many cases was re- 
tired. Besides retirement of R.F.C. 
capital notes and preferred stock, an- 
other reason for showing recoveries on 
the books was to keep leverage ratios of 
rising deposits and earning assets in 
reasonable relation to capital funds. 
Despite the large recoveries of the past 
year, however, many banks probably 
continue to have large “cushions” in 
“hidden” reserves, both on investments 
carried below actual market and more 
than required reserves against loans. 

The year was marked by growing 
official concern over the expanding 
credit base created by continued gold 
imports, which rose $1128 million for 
the year. Restrictive measures were 
taken to “freeze” and sterilize a por- 
tion of gold-created excess reserves. In 
August, a 50 per cent. increase in legal 
reserve requirements went into effect; 
the Board of Governors of the Federal 
Reserve System hinted at another rise 
in legal reserves after the turn of the 
new year; and the Treasury announced 
its plan for sterilizing further gold im- 
ports. 

These measures appear to place a 
limit on further growth in excess re- 
serves, and as a result, short-term rates, 
led by the Treasury bill rate, have stiff- 
ened. Various banks in the last half 
of the year therefore liquidated Govern- 
ment securities and built up cash posi- 


tions, even in cases where excess reserve 
position was comfortable, some point- 
ing to the expanding demand for com- 
mercial loans. 

On the other hand, the continued in- 
terest of the Board of Governors of the 
Federal Reserve System in low interest 
rates is well known. It is expected that 
the Treasury will continue its policy 
of increasing the long-term portion of 
its debt at low rates. The Social Se- 
curity Fund is cited as a source of de- 
mand that will take large amounts of 
Government securities out of the market. 
Prospects are brighter for balancing 
the budget. Thus, the outlook for in- 
terest rates and high grade bonds has 
divided bankers, like everybody else, 
into two opposing groups of opinion. 

For banks having securities as their 
largest earning assets, the determinant 
of operating earnings (before non-recur- 
ring profits) during the past year has 
been how the management looks at this 
money market situation—whether from 
the short-term or long-term side. Those 
adhering to the short-term point of view 
continued to be affected by declining 
yields and calls and refundings into 
lower coupon issues. Those with a 
larger volume of loans and favoring a 
higher proportion of long-term secu- 
rities showed an upward trend in op- 
erating earnings. Nearly all banks, 
however, benefited substantially from 
security profits and recoveries. 


New York City Banks 


New York City member banks ex- 
panded Government securities sharply 
in the first six months of the year and 
reduced them almost as sharply in the 
last half. For the whole year, however, 
“commercial” loans showed a steady 
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upward trend, particularly in the last 
six months. 

Earning assets in the first half rose 
a total of $1146 million, compared with 
gain of $688 million in deposits and 
$445 million drop in cash. ‘“Govern- 
ments” rose $946 million, “other” se- 
curities $127 million, commercial loans 
$98 million and security loans, $12 mil- 
lion, thus offsetting decline of $37 
million in acceptances, commercial 
paper, real estate loans, bank loans, etc. 

In the last six months of the year, 
however, earning assets declined $314 
million, entirely traceable to the reduc- 
tion of $542 million in Government and 
$94 million in “other” securities. Ex- 
pansion in commercial loans featured 
the last half with a rise of $297 million; 
security loans rose $19 million and 
miscellaneous loans, $6 million. Cash 
position rose $475 million, compared 
with $144 million gain in deposits. 

For the whole year, therefore, earn- 
ing assets showed net expansion of $832 
million, 48 per cent. of which was in 
Government securities and 47 per cent. 
in commercial loans. The trend of earn- 


ing assets in relation to deposits during 
1936 is shown by the following table: 


Gov’t “Other” 


Security “Other” 
Loans Loans 
Per Per 
Cent. Cent. 
18.0 18.8 
17.4 17.2 
18.0 16.0 
19.4 16.6 
19.3 16.5 


Secs. 
Per 
Cent. 
10.7 
11.4 
11.8 
13.1 
11.3 


Secs. 
Per 
Cent. 
40.5 
42,9 
46.6 
44.1 
39.8 


Dec. 30, 1936 
Sept. 30, 1936 
July 1, 1936 
April 1, 1936 
Dec. 31, 1935 


Deposits continued to increase to rec- 
ord high levels, although at a slower 
pace compared with 1934 and 1935. 
The year’s gain was $832 million, or 9 
per cent., consisting of $777 million in 
demand balances and $55 million in 
time deposits. Of the demand deposits, 
individual demand deposits increased 
$626 million (11 per cent.) and bank 
deposits rose $167 million (8 per 
cent.). Government deposits rose only 
$5 million (214 per cent.) and foreign 
bank deposits declined $21 million (5 
per cent.). At the close of the year, 
therefore, 94 per cent. of net deposits 
were demand balances, including 27 per 
cent. in bank deposits. 
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As the ratio analysis table on-page 102 
shows, Chase National Bank had a very 
good year—earning assets rose 28% 
per cent. and net profits equaled over 
29 per cent. on capital funds as the re- 
sult of $49,520,000 recovery to surplus 
in retiring R.F.C. preferred _ stock. 
Guaranty Trust Company expanded 
earning assets by 17 per cent. Empire 
Trust Company, Continental Bank and 
Trust Company, Brooklyn Trust Com- 
pany and Public National Bank and 
Trust Company also showed good ex- 
pansion in earning assets. Manufactur- 
ers Trust Company showed net profits 
of over 30 per cent. on net worth as the 
result of 22 per cent. gain in operating 
earnings and recoveries of $10,000,000. 
Empire Trust Company, First National 
Bank, New York Trust Company and 
National City Bank also showed large 
net profits, ranging from 18 per cent. 
to 25 per cent. of net worth. The best 
percentage gains in deposits were regis- 
tered by Continental Bank and Trust 
Company and Empire Trust Company. 
with Guaranty Trust Company, Corn 
Exchange Bank Trust Company ‘and 
Public National Bank and Trust Com- 
pany also showing large deposit gains. 

Eleven of the nineteen banks studied 
showed rise in loans ratio to deposits 
for the year. Seven of the banks showed 
loans ratio larger than combined secu- 
rities ratios. With two exceptions, all 
of the banks showed increases for the 
year in net profits earned on capital 
funds. The highest leverage ratios to 
capital funds are shown by the National 
City Bank, with gross deposits of about 
13 times capital funds and earning as- 
sets of over 10 times. 


Chicago Banks 


Member banks in Chicago did the op- 
posite of New York City banks in re- 
gard to Government securities during 
1936—they reduced holdings in the 
first six months and expanded them in 
the last half, in both cases moderately, 
however. With the exception of the 
first quarter, total earning assets showed 
a steady increase each quarter. 

The outstanding feature of the year 
in earning assets was the sharp bulge 





NATIONAL BANK 
OF DETROIT 


Statement of Condition, December 31, 1936 


RESOURCES 


Cash on Hand and Due from 

OGttrer Genks « « «© 2 « $178,668,855.55 
United States Government Obli- 

gations, direct and/or fully 

guaranteed . .« 2 «© « « 185,187,639.06 
Other Securities . . .« « « 8,669,591.65 
Stock in Federal Reserve Bank 675,000.00 
Loans and Discounts ie 57,608,095.89 
Real Estate Mortgages . . . 7,953,112.40 
Overdrafts siege! er ae: 6,582.49 
Real Estate (21 Branch Bank 

Peas) 4. « «@ 6 + % 620,326.81 
Accrued Income Receivable— Net 955,974.54 
Customers’ Liability Account of 

Acceptances and Letters of 

CN eee we oe wee Ae. 2,458,705.01 
TORPAL, RESOURCES. «  « © % $442,803,883.40 


LIABILITIES 
Deposits: 

Commercial, Bank and Savings $363,806,183.01 

U.S. Government. .. . 12,720,563.12 

Treasurer—State of Michigan 9,752,017.48 

Other Public Deposits $. te 25,892,469.78  412,171,233.39 
Capital Account: 

Preferred Stock (Paidin) . . $ 10,000,000.00 

Common Stock (Paidin) . . 5,000,000.00 

Surplus (Paid in $5,000,000.00 

—Earned $2,500,000.00) . 7,500,000.00 
Undivided Profits (Paid in 
$2,500,000.00—Earned 
$1,900,371.87) «.« © «© 4,480,371.87 26,980,371.87 
Reserve for Common Stock Dividend No. 5, 

Payable February 1,1937 . . « «© « e 250,000.00 
PE 6 a ek Beer 6.! el a See ee ae 938,049.88 
Our Liability Account of Acceptances and Letters 

Se a ee ee ew er ee a 2,464,228.26 
TOTAL LIABILITIES oe le ew oll te SUR Re 


United States Government Securities carried at $29,797,700.00 in the 
foregoing statement are pledged to secure public and trust deposits 
and for other purposes required by law. 


N74 
Member Federal Deposit Insurance Corporation 
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in commercial loans, which expanded 
$148 million (58 per cent.) for the 
year. Government securities increased 
$63 million for the year, compared with 
$330 million expansion in 1935. 

Total earning assets rose $246 mil- 
lion for 1936, of which over 60 per 
cent. was the gain in commercial loans. 
This compared with $54 million rise 
in cash and $284 million gain in de- 
posits. “Other” securities rose $26 
million and security loans, $12 million, 
to offset $3 million decline in miscel- 
laneous loans. 

The trend of earning assets to de- 
posits during the year is shown by the 
following table: 

Gov't “Other” 
Secs. Secs. 


Per Per 
Cent. Cent. 
48.3 10.6 
46.7 11.4 
44.7 12.3 
50.9 13.4 
51.6 10.8 


Security “Other” 

Loans Loans 

Per Per 

Cent. Cent. 

Dec. 30, 1936 7. 17.4 
Sept. 30, 1936 16.0 
July 1, 1936 12.9 
April 1, 1936 15.4 
Dec. 31, 1935 13.1 


Deposits increased $284 million (13 


per cent.) for the year. Private demand 
deposits accounted for $149 million of 
this gain, but the feature of the deposit 
rise was the increase in bank balances, 
which rose $127 million, or 44 per 


cent., for the year. Time deposits in- 
creased $33 million (8 per cent.), but 
Government deposits declined $26 mil- 
lion (26 per cent.). 

The high deposit leverage ratios of 
Chicago banks continues to be one of 
their interesting characteristics. Aver- 
age ratio of deposits to capital funds 
of six leading banks is 18:1—ranging 
from 11:1 for Continental Illinois Na- 
tional Bank and Trust Company up to 
27:1 for the Northern Trust Company. 
The best percentage gain in deposits 
during the year was shown by the 
American National Bank and Trust 
Company, with over 48 per cent., fol- 
lowed by Harris Trust and Savings 
Bank (16 per cent.) and Northern 
Trust Company (11 per cent.). 

The leader in earning assets expan- 
sion was also the American National 
Bank and Trust Company, which in- 
creased loans and investments by 44 per 
cent. First National Bank expanded 
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loans and investments by 2314 per cent, 
and Harris Trust and Savings Bank by 
19 per cent. As the result of expan- 
sion in earning assets, leverage ratio 
of earning assets to deposits ranges 
from 8:1 for Continental Illinois Na- 
tional Bank and Trust Company to 19:1] 
for Northern Trust Company, average 
for the six banks being 12:1. 


Continental Illinois National Bank 
and Trust Company had a fine earnings 
year, net profits equaling 3314 per 
cent. of common capital funds. First 
National Bank earned 17 per cent. on 
its net worth, followed by American 
National Bank and Trust Company with 
13 per cent. Average net profits for 
the six banks more than doubled for 
the year. 

Despite the large 1936 expansion in 
commercial loans, only one bank of the 
group—City National Bank and Trust 
Company—shows loans ratio above 
combined Government and “other” se- 
curities ratios. The average loans ratio 
of the six leading Chicago banks is still 
well below that of New York, Philadel- 
phia and Boston banks. 


Philadelphia Banks 


Member banks in the Philadelphia 
district appear to have followed a policy 
of moderation in regard to earning as- 
sets expansion during 1936. The dis- 
trict’s figures, which are weighted by 
figures of the city of Philadelphia 
banks, show that earning assets ex- 
panded $83 million, or 7 per cent., last 
year, compared with $75 million rise 
in cash and $140 million gain in de- 
posits. 

Earning assets were up $80 million 
at mid-year, but the last half saw fur- 
ther expansion of only $3 million. 
Government securities rose $35 million 
in the first half and $10 million in the 
last half, to account for over 54 per 
cent. of the year’s expansion in earning 
assets. 

Commercial loans showed a small but 
steady increase for the year. At mid- 
year, the gain was $15 million, and a 
further rise of $6 million in the last 
half enabled the year’s gain to be $21 
million, or over 12 per cent. 





FIDELITY - PHILADELPHIA 
Trust COMPANY 


Organized 1866 


PHILADELPHIA, PA. 


Statement of Condition, December 31, 1936 


RESOURCES 


Cash.on Hand and: in Banks:............0.5.:.cccicccciscces $ 45,785,461.93 
U. S. Government Securities and Home Owners’ 

Loan Bonds 19,258,238.03 
State, County and Municipal Securities 23,697,901.23 
Other Investment Securities 22,271,256.01 
Loans 25,041,060.44 
Real Estate Owned 6,151,458.18 


BORE Da EN EN OME RE NOD EON LAN. ; 3,458,991.95 


$145,664,367.77 
LIABILITIES 


Capital Stock $ 6,700,000.00 


Surplus 15,000,000.00 
Undivided Profits 1,918,674.64 


Reserve for Contingencies 1,045,029.64 
Reserve for Interest and Taxes . 701,051.01 
Other Liabilities .... 227,081.77 


Deposits 120.072,530.71 
$145,664,367.77 


United States Government obligations and other securities carried at $18,508.- 
238.03 in the above statement are pledged to secure Government, State and 
Municipal deposits and for fiduciary purposes as required by law, and to secure 
Clearing House exchanges. 


WILLIAM P. GEST HENRY G. BRENGLE 
Chairman of the Board President 
J. CALVIN WALLACE 


Treasurer 


MEMBER OF FEDERAL DEPOSIT INSURANCE CORPORATION 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz, Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Enroll now for fall courses. 
Private or class instruction. Day or 
evening. Native teachers. Send for 
1936 catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
New Yorr 


630 Fifth Ave. CIrcle 6-1416 
30 West 34th St. PEnnsylvania 6-1187 
1 DeKalb Ave., Bklyn. TRiangle 5-2123 
Baltimore Life Building 
140 Newbury Street 

30 North Michigan Avenue 
Leader Building 

David Whitney Building 
226 S. 15th Street 

Grant Building 

ontinental Building 

beret 1115 Connecticut Avenue 


BALTIMORE 


Detroit 
PHILADELPHIA 
PITTSBURGH .... 
St. Louis 
WASHINGTON 


The rise in “other” securities was 
$18 million, or almost as large as the 
expansion in commercial loans. Gov- 
ernment and “other” securities com- 
bined accounted for 76 per cent. of the 
year’s gain in earning assets. In pro- 
portion to deposits, the trend of earn- 
ing assets for the year was as follows: 


Security “Other” Gov't “Other” 
Loans Loans Secs. Secs. 
Per Per Per Per 
Cent. Cent. Cent. Cent. 
13.3 38.2 23.2 
13.7 32.2 23.8 
14.6 34.4 25.3 
14.5 34.3 24.7 
14.8 33.4 24.4 


Dec. 30, 1936 
Sept. 30, 1936 
July 1, 1936 
April 1, 1936 
Dec. 31, 1935 


© 
= 
-_ 


ig K 
> DD: 


t © 0 
~— 


Deposits increased $140 million, or 
12 per cent., for the year. Of this, $125 
million (89 per cent.) was in demand 
balances. Private demand deposits rose 
$84 million (11 per cent.), Government 
deposits, $27 million (60 per cent.) and 
bank deposits, $14 million (11 per 
cent.). The large proportionate rise in 
Government deposits is of interest from 


the standpoint of distribution of Treas. 
ury spending. Time deposits increased 
$15 million for the year, or 6 per cent. 

Among the leading banks in the city 
of Philadelphia, leaders in earning as- 
sets expansion were the Corn Exchange 
National Bank and Trust Company (20 
per cent.) ; Philadelphia National Bank 
(134% per cent.); and Tradesmens 
National Bank and Trust Company (12 
per cent.). The deposit gain was led 
by Corn Exchange National Bank and 
Trust Company (18 per cent.) ; Trades. 
mens National Bank and Trust Com- 
pany (171% per cent.) ; Fidelity-Phila- 
delphia Trust Company (16 per cent.) ; 
Central-Penn National Bank (14 per 
cent.) ; Girard Trust Company (13 per 
cent.) ; and Philadelphia National Bank 
(11 per cent.). The banks with the 
highest deposits and earning assets lev- 
erage are the Philadelphia National 
Bank and First National Bank. 

The best net profits last year were 
shown by the Philadelphia National 
Bank and Girard Trust Company, each 
clearing 13 per cent. on net worth. For 


most of the leading banks, the rise in 
deposits was greater than in loans, and 
thus loans ratio declined generally. 
Four of the eleven leading banks, how- 
ever, show loans ratio above combined 
securities ratios. 


Boston Banks 
Boston district banks showed $125 


million expansion in loans and invest- 
ments in the first half of 1936, but $65 
million of this was reduced in the last 
half, thus leaving net expansion of $60 
million for the year, or 5 per cent. 

Commercial loans reached their peak 
at mid-year, with a gain of $48 million 
(18 per cent.). Despite a drop of $15 
million in the last half, the net gain 
for the year of $33 million accounted 
for 55 per cent. of the expansion in 
total earning assets. 

Government securities rose $53 mil- 
lion in the first half, but declined $36 
million in the last six months, thus in- 
dicating net expansion of $17 million 
(4 per cent.). “Other” securities also 
were reduced in the last half by $15 
million, thus canceling out increase of 
$13 million in the first six months. 
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Fluctuation in earning assets (in re- 
lation to deposits) was as follows: 


Security “Other” Gov't “Other” 
Loans Loans Secs. Secs. 
Per Per Per Per 
Cent. Cent. Cent. Cent. 
13.4 31.7 29.1 10.7 
13.7 31.5 31.3 11.6 
14.1 32.3 31.7 11.8 
13.6 31.7 29.8 12.3 
13.9 30.3 29.4 11.5 


Dec. 30, 1936 
Sept. 30, 1936 
July 1, 1936 
April 1, 1936 
Dec. 31, 1935 


In the city of Boston, the feature of 
the year was the rise of the State Street 
Trust Company to the position of third 
largest in deposits as the result of its 
merger with the Union Trust Company. 
This bank also showed the largest gain, 
13 per cent., in deposits, basing com- 
parison with combined Dec. 31, 1935, 
totals for the two later merged institu- 
tions. National Rockland Bank also 
showed a good gain in deposits of 10 
per cent. 


In earning assets expansion, Mer- 
chants National Bank, Second National 
Bank and State Street Trust Co. led 
the way. These three banks, incidentally, 
enjoy the highest deposit and earning 
assets leverage. By contrast, the Na- 
tional Shawmut Bank and National 
Rockland Bank followed a very con- 
servative policy and increased cash 
position substantially. 

The best earners of the year were the 
Second National Bank and First Na- 
tional Bank, each showing about 8 per 
cent. net profits on net worth, as shown 
in the Ratio Analysis. 
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By and large, it is clearly desirable 
that the Government should retire from 
the banking business as promptly and 
as tactfully as circumstances will per- 
mit. There are several sound argu- 


ments in favor of such action. For one 
thing, liquidation of present assets 
would strengthen the Treasury’s posi- 
tion. Again, the withdrawal of Govern- 
ment competition would encourage an 
expansion of private bank loans and 
help to restore more normal banking 


and credit conditions.— New York 
Times. 


“We started an analysis of our bank 
(which we had been wanting to do for 
some time) and after discussing it with 
some of my associates we felt that your 
formula is the best that we have been 
able to procure and because of the sim- 
Pplicity and the fullness with which all of 
the details were covered we decided to 
follow the outline given in your book.” 


L. W. BISHOP, Comptroller, 


State-Planters Bank & Trust Co., 
Richmond, Va. 


HOW 
TO OBTAIN 
BANK COSTS 


By 
E. S. WOOLLEY 


With a Foreword by 


CARL K. WITHERS 


Commissioner of Banking 
State of New Jersey 


Here at last is a book which will enable 
you to analyze your bank by a method 
which is both simple and complete. Here 
is described in minute detail and with a 
wealth of illustrations a simple method for 
obtaining bank costs and for installing a 
system of bank cost accounting as an aid 
to effective management. 


That this book covers its field and fills a 
long-felt want is demonstrated by the fore- 
word by Carl K. Withers Commissioner of 
——s and Insurance of the State of New 

ersey. 


Your name and address on the 
below will bring this book to 
on 5 days’ approval. 


coupon 
your desk 


BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


You may send me on approval a copy 
of “How to Obtain Bank Costs” by E. 8S. 
Woolley. At the end of 5 days I will 
either remit $5 or return the book. 





" | RESOLVE..." 


By Henry VERDELIN 
President, American Institute of Banking 


OW often have you made up your 
mind to do something and then 
let time deaden your enthusiasm? 

We have all firmly resolved at an old 
year’s end to take some time out of each 
day’s twenty-four hours to improve our- 
selves by study and preparation for the 
job ahead. The idea was, and still is, 
a good one if you will but put that 
resolution into effect and do the thing 
it requires. Inertia and the human 
tendency to procrastinate are the bar- 
riers to be overcome. Just like the first 
plunge of the swim—once in, it is won- 
derful, and you cannot understand why 
you hesitated. 

There has recently been an improve- 
ment in business toward levels not seen 
since 1929. Prices of stocks and com- 
modities are showing substantial in- 
creases, and, as a result, a greater vol- 
ume of business in unit and dollar sales 
has been recorded for the year 1936 
and is anticipated for 1937. With this 
accelerated activity in business, banks 
are certain to be called upon for greater 
service. Naturally, this offers new op- 
portunities and brings increased respon- 
sibilities. 

If you are to continue in your chosen 
profession, it is necessary that you take 
advantage of these opportunities which 
are becoming more and more evident 
every day. Business or banking can- 
not be expected to wait for you to catch 
up if you are not ready when the call 
comes. 

We are fortunate as bankers to have 
educational facilities made available to 
us in a manner that has earned for the 
American Institute of Banking the ap- 
proval of leading universities of the 
country. The A. I. B. program, de- 
veloped through the years, places at our 
disposal a wealth of information deal- 
ing with the sciences of law, account- 
ing, and economics, and their applica- 
tion to our everyday jobs in banks. In 
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addition, subjects pertaining to trusts, 
investments, credits, and bank manage- 
ment are offered. Equipped with a 
knowledge of fundamentals, we are then 
in a position to combine theory with 
practice and thus attain the desired goal 
of well balanced capability. Where, 
except through A. I. B. courses coupled 
with day-to-day tasks, is it possible to 
obtain such a satisfactory blending of 
the classroom and the laboratory? 
Act on that New Year’s resolution 
and become a “banker who knows” by 
enrolling in the classes for the second 
semester. Don’t stop when you enroll, 
but keep your resolution alive by con- 
tinuing your school work throughout 
the year. It not only will be the best 
resolution you ever made, but it will 


pay big dividends. 
© 


INFLUENCE OF THE HONORABLE 
BANKER 


I BELIEVE that Congress would listen 
to the advice of an honorable banker 
who is widely recognized as a man who 
never sold unsound securities to his 
trusting customers, who did not use his 
name to promote the sale of worthless 


bonds, who as an administrator of 
other people’s property refused a bonus 
for himself when those who had en- 
trusted their interests to his care went 
without dividends, who had never used 
surpluses to support stock issues in 
which he was interested, and who re- 
fused to allow the influence of his firm 
or his own reputation to support the 
activities of concerns, among the patt- 
ners or directors of which were men 
who had been notoriously faithless to 
their trust. Such a man would be 
honored and respected because such a 
man would be worthy of honor and 
trust.—Herbert C. Pell, in N. Y. Times. 





The Moral Responsibilities of Banking 


By Puitie A. BENSON 
President, Dime Savings Bank, Brooklyn, N. Y. 


This article is based on a speech made by Mr. Benson at a dinner of the Lutheran 
Society, Incorporated, in New York. It is reprinted for the benefit of our readers because 
we believe it to be an excellent example of how a banker may “interpret banks and bank- 


, 


ing to the public” in simple language. 


Bank, is also second vice-president of the American Bankers Association. 


ANKS are institutions chartered by 
public authority to receive deposits 
and to pay them, to make loans, 

and to render other services of a finan- 
cial nature. Banks have certain well 
defined obligations imposed by law. 
They have financial obligations to those 
with whom they do business but, be- 
yond this, they have other obligations 
of a moral nature and these moral ob- 
ligations must be recognized if the con- 
duct of the institution is to be consid- 
ered good banking. One of the 


obligations of a banker is to interpret 
banks and banking to the public. 


We have on our books a great deal 
of statutory laws; laws enacted by 
Congress whenever it meets and also by 
the legislatures of the various states as 
they meet. Many of these laws affect 
banking institutions. Taken all to- 
gether they form the banking law of 
the United States. I am informed that 
there are over 20,000 pages of bank 
law in force in this country. In the 
State of New York we have a general 
banking law under which banks are 
chartered. It defines their rights, privi- 
leges, duties and responsibilities. From 
time to time the legislature amends. the 
banking law. A bank chartered by the 
State of New York is expected to know 
the banking law of the state with all 
amendments. A national bank must, of 
course, be familiar with the United 
States statutes. Someone has said that 
a banker should not do business unless 
he has a law book on his knee and a 
lawyer at his elbow. I do not agree 
with this, however, for I believe the 
laws governing bank transactions are 
easily understood and observed. 

A bank receives its charter from 
the state or the United States Govern- 


Mr. Benson, besides heading the Dime Savings 


Eprror. 


ment and is supervised by governmental 
authorities. We have in this country 
not one banking system; we have forty- 
nine banking systems. The reason for 
this is that the United States Govern- 
ment charters banks and so do each one 
of the forty-eight sovereign _ states. 
There is talk sometimes of a unified 
barking system; that is, all banks under 
one governmental authority. This 
would mean the surrender of state 
rights in chartering and supervising 
banks. I think we will come to this 
very slowly because there is no doubt 
in my mind that we all have a feeling 
of allegiance not only to our nation 
but also to the state in which we live. 

Let me refer to some of the more 
important operations of a bank and the 
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services banks perform for the public. 
I have already mentioned that a bank 
receives deposits, honors drafts upon 
them, and makes loans. Do you realize 
that the vast amount of financial trans- 
actions conducted in this country are 
settled by transferring money, i.e., bank 
deposits, through the use of checks? 
These transactions run over $6,000,- 
000,000 per week. They are represented 
by millions of checks. You and I and 
every other business man draw numer- 
ous checks every month. These go far 
and wide and result in a corresponding 
number of transfers on the books of 
banks. How could business be con- 
ducted were it not for bank checks? 
That is not all. Think of the mer- 
chants and manufacturers who, to meet 
their seasonal requirements, must go to 
their banks to borrow money. The 
production of raw material, the manu- 
facture of goods, the marketing of fin- 
ished products, to some extent are 
financed by bank loans. The funds of 
the community, pooled in bank de- 
posits, are loaned to the business men 
of the community, and thus finance or- 
dinary economic processes. 

Banks and trust companies act as 
trustee under the great corporate mort- 
gages made to secure bond issues, pro- 
ceeds of which are used in the produc- 
tion of capital goods, railroad plant 
and equipment, utility plant and equip- 
ment, etc. Estates and trusts created 
by individuals are handled by banks. 
The body of the trust is invested and 
reinvested and the income paid to bene- 
ficiaries, often widows and orphans. 
This is all done by banks and for a 
relatively small compensation. Banks 
collect the savings of the thrifty and 
invest them safely, profitably, and in 
such a way as to be able to meet the 
demands of depositors for cash at all 
times. 

When you deposit money in a bank 
you are entitled to know that it is safe. 
There are three things that make that 
deposit safe. First, all deposits, except 
the portion held as a reserve, are wisely 
invested. In other words, the bank’s 
loans and investments are safe. Second, 
the bank has certain funds—that is, 
money contributed by its stockholders, 


or represented by earnings credited to 
surplus account—which are known as 
the capital funds of the bank. They in- 
clude capital stock, surplus and re- 
serves. They are a cushion out of 
which any losses would be paid before 
the depositor suffers a loss. Third, there 
is a protection afforded now to de- 
positors that is of comparatively recent 
date—insurance of deposits by the Fed- 
eral Deposit Insurance Corporation, or 
similar insurance by other insurance 
funds that have been established. 

We sometimes divide bank deposits 
into demand deposits and time deposits. 
All demand deposits are payable with- 
out notice and investment of these de- 
posits requires a high degree of liquid- 
ity. They are invested in self-liquidating 
paper or short term bonds and notes, 
Some of it is retained in cash and a 
large percentage is deposited with the 
Federal Reserve Bank under the reserve 
requirements of the National Banking 
Act. 

You probably have heard of the re- 
serves that are required to be main- 
tained by banks. The banks in the 
City of New York that are members of 
the Federal Reserve System for a long 
time had to maintain with the Federal 
Reserve Bank a reserve of 13 per cent. 
of their demand deposits. Some months 
ago this reserve was increased 50 per 
cent. so that banks must now maintain 
1914 per cent. of their demand deposits 
as a reserve. There is some thought 
that the Federal Reserve Board may in- 
crease this reserve requirement another 
61% per cent., making a total of 26 per 
cent. in all. 

These reserves tend not only to keep 
banks more liquid, but the amount 
taken from loanable funds for these re- 
serves is rendered “sterile” as far as 
bank profits are concerned. 

At one time interest was paid on de- 
mand deposits. Banks now pay inter- 
est on time deposits and savings deposits 
only. This is logical. The bank gets 
no interest from the Federal Reserve 
Bank on the amount of its reserve. Its 
investments being short term a very 
small return is produced. Its overhead 
expenses in handling accounts is large. 
Frankly, I believe banks cannot earn 
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interest on their demand deposits and 
should not pay it. 

With time deposits it is a different 
matter. , Banks know they will have the 
funds for a definite period of iime and 
they can invest accordingly. Consider 
savings bank deposits, for example. 
While we pay them on demand, we have 
the right to ask for notice and our ex- 
perience shows that usually a compara- 
tively moderate amount is required to 
be paid out from month to month. We 
therefore can invest in mortgages and 
in high class bonds a very large pro- 
portion of these savings deposits. By 
investing them profitably we can pay 
interest on them. 

I might say something here about the 
rate of interest being paid by savings 
banks. Perhaps you have thought it 
is too low a rate. Personally, I think 
it is a very fair rate and as much as 
we should pay at present. True, about 
half of our resources are put into mort- 
gages, but you know all mortgages have 
not turned out well. Fortunately most 
of them have. We do foreclose some, 
and that costs money. We have been 
getting a lower rate of interest on our 
bond investments from year to year. 
High class bonds are selling on a very 
low yield, whether they are New York 
City bonds or corporate bonds. Of 
course, our principal bond purchases 
have been confined to Governments in 
recent years, and you know what Gov- 
ernments now pay. The last long term 
issue paid 2% per cent. There are 
many short term issues paying less than 
I per cent. Taking all factors of bank 
earnings into consideration, banking 
authorities of New York were wise in 
fixing 2 per cent. as the proper rate. 


New York City 


An important part of the banking 
business is making loans. These loans 
are made to individuals and to corpora- 
tions and they are made on a secured 
or unsecured basis. I have mentioned 
the fact that the economic processes of 
the nation are to a great extent financed 
by bank loans. It would seem, then, 
that the bank has a moral responsibility 
to make such loans. Its moral respon- 
sibility, however, requires, that it make 
such loans wisely and conservatively. 
A man who has a prosperous business 
producing a necessary commodity, and 
having a record of honesty and success, 
is entitled to rank high as a borrower. 
One whose record is not good deserves 
no credit. The bank has no respon- 
sibility, moral or otherwise, to make 
loans on untried ventures. A person 
may have a very good idea; he may 
have made an important discovery or 
patented a great invention. A bank, 
however, has no right to risk its funds 
as a partner in the enterprise. That is 
not financing a necessary business trans- 
action. The reason for the loan, the 
character of the borrower, the certainty 
of repayment—these are the things the 
bank must consider in making every 
loan. 

Some of the bank’s funds are put into 
investments. These are principally in 
the form of bonds. Bonds are pur. 
chased not only by savings banks but 
also by commercial banks. The bonds 
that a savings bank may buy are clearly 
defined by law. The commercial bank 
has a wider latitude. However, it does 
not mean that the commercial bank 
will take any greater risk. You buy 
investments not only to produce an in- 
come, but to have something that can 


113 





114 


be marketed; that is, easily turned into 
cash if the funds are needed. 

It would not be wise to place a large 
amount of money in long term bonds 
at high prices. They may be of the 
highest grade and yet their market price 
will fluctuate with the market rate for 
money. 

The loans and investments of the 
bank, the services its renders, produces 
its income. Out of this its operating 
expenses are paid. From the balance 
the stockholders are entitled to some 
dividends. Some of the balance, how- 
ever, should go into the surplus account 
so that period by period the bank is 
strengthened. Of course, I want to em- 
phasize the fact that mutual savings 
banks have no stockholders, therefore 
the entire net profits are paid to de- 
positors in the form of dividends o1 
added to the surplus account for their 
protection. 

There has never been a greater de- 
sire on the part of bankers and public 
officials to perfect in this country an 
adequate and dependable banking struc- 
ture than at present. It is more than a 
question of fulfilling legal obligations, 
It is a moral obligation that we do all 
within our power to secure for this 
country the best banking structure pos- 
sible. 

In 1921 there were about 31,000 
banks in this country. Some failed be- 
fore 1929, others between 1929 and the 
banking holiday at which time there 
were 18,500. Of this number about 
4000 never reopened so that there are 
now approximately 15,800 banks in the 
country. Of these, 14,000 banks are 
insured by the Federal Deposit Insur- 
ance Corporation. Practically every 
mutual savings bank reopened after the 
bank holiday. Most of them, however, 
do not belong to the F.D.1.C. In New 
York State, for example, nearly all our 
banks are members of the Mutual Sav- 
ings Banks Fund, which is an insurance 
fund formed by the savings banks them- 
selves. 

Deposit insurance has been the sub- 
ject of much controversy. It seemed 
to many bankers that the entire theory 
of insuring deposits was wrong; that it 
meant strong banks insuring weak ones 
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and successful banks paying for the 
losses of the unsuccessful. However, 
there is another side. The F. D. I. C. 
undoubtedly did much to restore con- 
fidence in banks. There have been a 
few failures since the formation of the 
corporation and in each case insured 
deposits have been paid promptly. In 
ordinary circumstances the F. D. I. C. 
seems to function well. That it would 
weather a severe storm remains to be 
seen. 

There have been regulations included 
in recent banking legislation designed 
to curb speculation and to cure abuses. 
Of course, they necessarily restrict the 
things bankers can do. There are re- 
strictions, as you probably know, in the 
amount of money that can be borrowed 
to carry stocks, the object being to pre- 
vent people from speculating in stocks. 

We have sought for many years, in 
the mutual savings bank, to maintain a 
very high degree of trusteeship. We 
have felt that the funds we received on 
deposit were sacred, the result of toil 
and thrift by people of moderate means. 
This trust, I am glad to say, has been 
administered wisely and_ successfully. 
There is no reason why all bank de- 
posits should not be accepted as trusts 
and I believe every conscientious bank 
officer and director so regards them. 

The business of the banks of this 
country, then, is the administration of 
a great trusteeship. If banks are to be 
successful they must maintain the very 
highest degree of public confidence. 
They would get nowhere without it. 
They are the custodians of the funds 
of the community. The business life 
of the community depends upon the 
daily operation of its bank and fre- 
quently upon the ability of its manu- 
facturers and merchants to obtain loans 
from the bank. The banker is aware 
of his moral responsibility to the com- 
munity in which his bank exists, the 
community which furnishes the bank 
with its funds and enables it to do busi- 
ness as a bank, and realizes that this 
community deserves wise judgment in 
its granting or refusing to grant loans. 
The bank helps itself by helping others 
to succeed. The bank should give all 


the advice and assistance possible, at 
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is engaged primarily in facilitating 
wholesale distribution and retail 
sales of the following products of 
General Motors Corporation and 
its world-wide affiliates: CADILLAC, 
LA SALLE, BUICK, OLDSMOBILE, 
PONTIAC,CHEVROLET automobiles; 
FRIGIDAIRE appliances for refrig- 
eration and air conditioning; 
DELCO lighting, power 
and heating equip- 
ment; GMC trucks; 
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foreign made automotive vehicles. 

The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise, capital employed 
being in excess of $80,000,000. 

In obtaining short term accom- 
modation, GMAC issues one stan- 
dard form of note. This obliga- 
tion it offers to banks 
and institutions, in 
convenient maturities 
and denominations at 
current discount rates. 
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the same time placing none of its funds 
in jeopardy. 

In considering the responsibility of 
banks to the community I realize the 
importance of educating people to sound 


mortgage lending practices. We have 
learned much about mortgage loans in 
recent years. We have made some loans 
that should not have been made. Loans, 
for example, on buildings that should 
not have been constructed. A _ lesson 
we have learned, perhaps with greater 
force than any other, is the necessity 
of making loans in such a way that 
they can be and will be repaid over a 
period of years. We have, in other 
words, learned the meaning of amorti- 
zation and have studied how to put it 
into practice. Safe loans are those 
made on necessary and useful build- 
ings, on buildings not worn out or 
obsolete, buildings that produce an in- 
come or that can be used for homes of 
the people. These loans, made on terms 
that provide for gradual repayment 
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month by month, period by period, are 
the proper mortgage loans for savings 
banks and to some extent other banks. 
We have a responsibility to the com- 
munity to make mortgage loans with 
our funds. The borrower, however, has 
a responsibility to the bank to repay 
that loan. We will no longer listen to 
the reasoning of those who wish a loan 
to remain unchanged year after year. 
Changing conditions require that the 
loan be kept ahead of the depreciation 
that is constantly going on. 

Banks, it is true, have legal obliga- 
tions. The law makes them clear. Banks 
have financial obligations to meet every 
contract, to pay every dollar they owe. 
Above and beyond these, banks have a 
moral obligation to serve you, the pub- 
lic; to serve their community, state and 
nation. They are service corporations. 
Profit is a secondary consideration; ful- 
fillment of their responsibilities must 
come first. 





The Graduate School of Banking 


A National Institution 


By Epcar A. Craic 


Treasurer, Dorchester Savings Bank, Dorchester, Mass. 


HE alert and intelligent banker 
realizes the longer he stays in busi- 
ness that he must always be a stu- 
dent if he is to keep up with the times 
and follow the current economic trends. 
No one who reads the announce- 
ments of the Graduate School of Bank- 
ing for its 1937 resident session at 
Rutgers University can escape being 
impressed with the growing national 
character of this remarkable institution. 
Indeed, it has never really lacked that 
character, as 400 students from forty 
states and the Territory of Puerto Rico 
have testified. It has grown steadily 
in scope, stature and reputation in the 
two and one-half short years of its ex- 
istence until its national aspect has been 
accentuated and demonstrated beyond 
any possibility of doubt. 
The faculty, no less than the student 
body, is national in its make-up. Of the 


sixteen members of the present faculty, 
eight are professors in colleges in four 
different states, four are practical bank 
executives of institutions in three states, 
two are specialists in banking service, 
one is an executive in an important gov- 
ernment institution in Washington, and 
one is the general counsel of the Comp- 
troller’s office in Washington. 

According to announcements for the 
forthcoming session, two more states are 
to become represented on the faculty, 
one in the Southeast (North Carolina), 
and one in the agricultural Middle West 
(Kansas). 

No one-sided, sectional enterprise is 
this Graduate School of Banking, but 
a national institution conceived and 
planned by bankers in the full knowl- 
edge of what constitute the educational 
needs of banking as a whole, attended 
by bank officers the nation over, and 


FOOD FOR THOUGHT 


Banker-students at lunch during last year’s session of the Graduate School of 
Banking 
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| “Burroughs 


FAST 
SIMPLE 


MEETS TODAY’S 
BANKING NEEDS 


This high-speed Burroughs 
is a remarkable develop- 
ment in bank posting 
equipment. 


Its new features—many of 
them automatic—provide 
a fast, simple operation, 
and permit the posting of 
uncollected funds infor- 
mation on the ledger and 
a complete analysis record 
on the statement while 
handling commercial 
accounts. 


Call your local Burroughs 
office for complete details 
or descriptive folder. 


BURROUGHS ADDING MACHINE CO. 
DETROIT, MICHIGAN 


| AUTOMATIC PRINTING OF BALANCES 


All balances, except overdrafts, print auto- 
matically without motor bar or ‘“‘total’’ 
key depressions. 


2 AUTOMATIC CLOSING OF CARRIAGE 


First depression of motor bar closes 
carriage and prints old balance. 


3 _ FAST CARRIAGE MOVEMENT 


Fast tabulation, fast return, fast carriage 
opening—all automatic—greatly increase 
posting speed, 


4 AUTOMATIC COUNT OF CHECKS 


Checks counted automatically and pro- 
gressively as part of posting operation. 


. VISIBLE ALIGNMENT 


Entire previous line, fully visible, is a 
positive guide to perfect alignment. 


6 INSTANT CHANGE FOR ANALYSIS 


Instant adjustment of machine for post- 
ing analysis data to statement, or un- 
collected funds to ledger. 
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BANKERS AT SCHOOL 


Bankers on their way to classes at the Graduate School of Banking 


drawing for its faculty the best material 
available in colleges, banks and special- 
ized organizations related to banking— 
men selected for their special knowl- 
edge, their point of view and their abil- 
ity to present their respective subjects 
in the give and take atmosphere of an 
experienced group like this. 

Two hundred more bankers will be 
added to the student body this year. 
When the students assemble at Rutgers 
University next June they will meet 
with a faculty consisting of representa- 
tives from the following universities: 
Washburn College, Kansas; The Uni- 
versity of Chicago, Harvard University, 
University of North Carolina, Prince- 
ton University, Rutgers University, The 
College of the City of New York and 
New York University. 

They will listen to bank executives 
and specialists from Philadelphia, New 
York City, Lansdown, Pa.; Wilming- 
ton, Del., and Washington, D. C. 

No youths are these students enter- 
ing upon a banking career, but veteran 
executives of the banking service, aver- 
age age thirty-seven, intent on becoming 


better bankers, determined that bank- 
ing shall be made better. 

The Graduate School began in 1935 
with 200 students; in 1936 it had 400; 
in 1937 it will have 600. It began with 
a faculty of ten in 1935; it had sixteen 
in 1936 and will have twenty-one in 
1937. 

This growth has not been confined 
to numbers of students; the curriculum 
has likewise been expanded and will be 
enlarged again this year. Under the 
simple designation of Banking VI, a 
comprehensive course will be added 
which will include such subjects as the 
Federal Reserve System, Public Rela- 
tions, Bank Insurance and Personnel 
Management. 

No less an authority has been obtained 
to lecture on the Federal Reserve Sys- 
tem than Dr. W. Randolph Burgess, 
vice-president of the Federal Reserve 
Bank of New York and Federal Reserve 
official in charge of fiscal operations 
for the Treasury. Dr. Burgess is noted 
for his philosophical grasp of the cen- 
tral bank function and operation. His 
ability to present his subject is exempli- 
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STATEMENT OF CONDITION 


DECEMBER 31, 1936 


* 
ASSETS 


Cash in Vault, and with Banks. . . $ 38,404,317.18 
U. S. Government Bonds 60,184,452.71 
Other Bonds and Securities including 

Stock of the Federal Reserve Bank 13,412,672.60 
Accrued Interest and Other Assets . 819,914.26 
Bank Premises 3,462,129 .58 
Other Real Estate .......2.2-. 1,877,142.50 
Customers’ Liability uncer Accep- 

tances and Letters of Credit .. . 1,356,856.38 
Loans and Discounts 48,250,349 .52 


Total Assets $167,767 834.73 


Assets are stated Net after Reserves. 


LIABILITIES 

Deposits. . $150,794,634.75 
Acceptances and 

Letters of Credit . . . $3,462,897.01 
Less: Amount in 

Portfolio . 1,376,437.18 
Other Liabilities 96,769.61 
Reserve for Interest, Taxes, etc. . 309,129.01 
Reserve for Preferred Stock Dividend 190,000.00 
Preferred Stock Retirement Fund . 390,000.00 


Capital Stock — Preferred 8,000,000.00 
§ 00 ,000 shares ,Parg16 pershare, retirable at $24 per share. 


Capital Stock — Common 5,000,000.00 
250,000 shares, Par $20 per share. 
Surplus, and Undivided Profits . . . 1,610,864.18 


Total Liabilities . . . . . . . . $167,767,834.73 


CENTRAL NATIONAL BANK 


OF CLEVELAND 
ELEVEN CONVENIENT OFFICES 


Member Federal Deposit Insurance Corporation 
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fied in his book “The Reserve Banks 
and the Money Market,” the latest re- 
vision of which has recently been pub- 
lished. 

Public relations will be under the 
direction of William H. Neal, vice- 
president in charge of public relations 
at the Wachovia Bank & Trust Com- 
pany, Winston-Salem, N. C., leader in 
public relations work in the Southeast, 
long active in and now first vice-presi- 
dent of the Financial Advertisers Asso- 
ciation. 

Personnel management will be uh- 
der the direction of O. Howard Wolfe, 
widely known cashier of the Philadel- 
phia National Bank at Philadelphia, 
who has been a member of the faculty 
since the inception of the school. 

For a bank insurance instructor the 
school has gone to the man in charge 
of this work at The Chase National 
Bank of New York, Kenneth C. Bell. 

Other 1937 banking courses will deal 
with administrative problems and poli- 
cies and administrative problems in 
credit extension. 

Courses in investments will deal with 
corporate securities, government securi- 
ties and investment policy. 

Courses in trusts will deal with basic 
problems of trust business and trust 
law and with the managerial aspects of 
trusts. 

The 1937 course in economics will 
be built around the international aspects 
of our monetary system. 

The course in banking law will again 
emphasize the legal phases of bank ad- 
ministration. 

If anything more were needed to put 
the hallmark of a national institution 
on the Graduate School it would be 
found in the announcement that Gil- 
bert T. Stephenson, head of the trusts 
faculty of the school, has resigned his 
position as vice-president in charge of 
the trust department of the Equitable 
Trust Company of Wilmington, Del., to 
assume the leadership in research work 
in the trust field under the auspices of 
the Graduate School. 

Scattered and entirely separate forms 
of research in banking, sponsored by 
numerous organizations, are being un- 
dertaken in various sections of the 


country. Thus far there has been no 
nationally organized program and no 
concerted effort to codrdinate these ac- 
tivities, partly because of the fact that 
there is no tradition or established tech- 
nique in research in banking. The 
present efforts are probably but halting 
steps in that direction. 

This program of the Graduate School 
under Mr. Stephenson will be the first 
in banking research on a national scale, 
During the year he will visit several 
trust centers of the country. In co- 
operation with A. I. B. chapters and 
members of the Graduate School, he 
will carry on discussions with trust 
leaders and bank officials on problems 
dealing with research aspects of the trust 
business. He will promote research 
projects in connection with institute 
trust courses, and he will direct the re- 
search activities of the students in the 
Graduate School of Banking in the 
trusts courses. 

For the present, this type of research 
activity is to be confined to the trust 
field, which is limited in size as com- 
pared with the general commercial 
banking field. But as experience is 
gained, the program will undoubtedly 
be enlarged until it takes in the entire 
field of banking. 

There are 233 chapters of the 
American Institute of Banking with 
57,000 members. There are more than 
40,000 enrollments in institute classes 
conducted by these chapters. In addi- 
tion, there will be 600 students in the 
Graduate School of Banking next year. 

In June, 1937, the Graduate School 
will begin to turn out its finished prod- 
uct, graduating 200 men a year into 
the banking world. g 

Of all the agencies in banking, this 
Graduate School is the one _pre- 
eminently equipped for the task of fos- 
tering banking research and dissem!- 
nating the information developed. It is 
to the glory of banking that it has such 
an organization to develop this science, 
and it is to the credit of the American 
Bankers Association that it has made 
this program possible. 

I count myself fortunate indeed to be 
a member of the Graduate School of 
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Banking. No one can live within the 
confines of his own immediate per- 
sonal and business environment and 
have a national outlook. I count among 
my blessings the contacts that I have 
been able to have with the alert mem- 
bers of my profession from every sec- 
tion of the country. 

The banking problems of the nation 
will never be solved until we have na- 
tional thinking about them. In the end, 
that is the significance of the Graduate 
School. It has brought us all together 
from all points of the compass to study 
banking on a national scale under a 
national faculty. It is equipping all of 
us to think in terms of the national as 
well as the local aspects of banking. 

I hope that many more of our people 
will be interested in the Graduate 
School. I shall be glad indeed to answer 
questions about it. For those desiring 
complete information, it is available 
from Richard W. Hill, registrar, the 
Graduate School of Banking, 22 East 
40 street, New York, N. Y. A letter to 
him will bring it. 

Those attending the Graduate School 
from Massachusetts are: Paul W. Bitt- 
ner, assistant trust officer, First National 
Bank & Trust Company of Greenfield; 
Arthur L. Brackett, assistant treasurer, 
Bristol County Trust Company, Taun- 
ton; John S. Brayton, president, B. M. 
C. Durfee Trust Company, Fall River; 
Edgar A. Craig, treasurer, Dorchester 
Savings Bank, Boston; Arthur R. 
Derbyshire, cashier, the Fall River Na- 
tional Bank, Fall River; Joseph L. 
Downey, treasurer, Grove Hall Savings 
Bank, Boston; Arthur C. Harcourt, 
assistant trust officer, North Adams Na- 
tional Bank, North Adams; Harry R. 
McIntosh, vice-president and treasurer, 
Worcester County Trust Company, 
Worcester; Charles MacKenzie, assist- 
ant treasurer, Malden Trust Company, 
Malden; Frederick W. Marriner, vice- 
president, Union Market National Bank, 
Watertown; Sidney W. Parsons, de- 
partment head, Franklin County Trust 
Company, Greenfield; L. K. Roberts, 
Jr., national bank examiner, Federal 
Reserve Bank Building, Boston; Paul 
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R. Snyder, assistant treasurer, Harvard 
Trust Company, Cambridge; John S. 
Tufts, vice-president, Hadley Falls 
Trust Company, Holyoke; Carson M. 
Wilkey, assistant manager, The Boston 
Five Cents Savings Bank, West Rox- 
bury office; and Marcus N. Wright, 
cashier, The First National Bank, 
Gardner. 
® 


BOMB? 


TuHaT bankers will long be allowed to 
rest in such matters as the reform of 
the banking system of the country, is 
scarcely to be expected. On the surface 
of things the prospect is peaceful. The 
fact remains that the hundreds of small, 
weak banks now in operation are a 
constant worry to supervisory authori- 
ties and a constant threat to the stabil- 
ity of banking as well as the well-being 
of the FDIC in particular. They are 
supported by a bloc in Congress which 
still stands against adequate reform, 
especially in the way of a unified bank- 
ing system for the whole country. 

On the other hand the proponents of 
unified banking are no less strong than 
they have been and they include ele- 
ments very influential in the present 
Administration. It is only a matter of 
time, perhaps a very short time, until 
the issue is again brought to the front. 
The chief obstacle to an early attempt 
to unify banking is disagreement among 
the Federal banking authorities, partly 
as to methods to be followed but mostly 
as to which and what shall be the final 
Federal supervisory authority to control 
the nation’s banking. If and when 
agreement on this and a few minor 
points is reached, bankers can look for 
another bomb to be thrown into their 
present comparatively peaceful camp.— 
George E. Anderson, in New York 
Herald Tribune. 


REFORMS AND PUBLIC RIGHTS 


THERE is no social progress in reforms 
dictated at the sacrifice of the public’s 
rights and privileges——New York Sun. 





A Review of the 1936 Bond Market 


By T. E. Houcu 
Vice-President, Halsey, Stuart & Co., Inc. 


HE year 1936 will be recorded as 

a trying one for the bond investor. 

To recurrent inflationary scares 
were added record low interest rates on 
new offerings, restricted volume of new 
financing other than refunding, and 
continuation of social and legislative 
trends seemingly adverse to his in- 
terests. 

Bond investing more than most other 
undertakings involves long-term confi- 
dence. It is concerned with both cur- 
rent and longer range risks of business, 
the long-term trend of interest rates, 
and the stability and purchasing power 
of the medium in which interest and 
principal are payable. 

Quite naturally, in view of the un- 
certainty which existed on all the fore- 
going points throughout the year, the 
right course of action was indeed a 
perplexing one for even the best in- 
formed investors. The problem was 
perhaps less difficult for institutional 
buyers who, having a more or less con- 
tinuous inflow of cash for investment, 
are able to obtain an average interest 
rate year in and year out, and who 
have less reason to be concerned about 
inflationary trends. Quite naturally, 
therefore, primary buying support came 
throughout the year from this sector of 
the market; individual investors, par- 
ticularly those of average means, par- 
ticipated to only a very limited degree. 


Investment Incentives Impaired 


The American bond market has been 
unique among the markets of the world 
for the widespread participation in it 
by all types and grades of investors. 
That this has been true is due, of course, 
to the wider distribution of wealth in 
this country than elsewhere and to the 
efficient distributing machinery which 
grew up to meet the demand for con- 
servative investments. 

Incentives for thrift, and confidence 
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in its desirability, have been seriously 
impaired during recent years. While 
investors who confined their purchases 
to the highest grade bond offerings 
came through the depression years per- 
haps better than any other single class 
of investors, substantial losses were in 
some cases experienced among lesser 
grades of securities, particularly by 
those who were obliged to sell at the 
low level which existed in the trough 
of the depression. The recollection of 
any such losses naturally persists. This, 
coupled with concern for the future, 
the existing low return on savings and 
investments, and the pressing urge to 
replace outworn equipment and satisfy 
deferred wants, have worked against the 
“rainy day” theory so well established 
in this country, particularly in the mid- 
dle sector of the market. 

Thus, contrary to what one might 
expect, growing out of the vicissitudes 
of the depression, some investors who 
now have greater need for conserva- 
tism have of choice or necessity become 
less rather than more so. Some such, 
including large endowment funds, have 
for the first time added, as an inflation- 
ary hedge, common stocks to their in- 
vestment holdings. Others, large and 
small, either in an effort to increase 
income or to participate in hoped for 
capital appreciation, have pursued the 
same course. 

Nor has the bond distributor, how- 
ever much he may have been concerned 
by these trends, been able to do much 
to combat them. His narrow margin 
of profit on a still restricted volume of 
new offerings has not permitted him 
to go much beyond the large institu- 
tional buyer, eager for a place to em- 
ploy ever mounting surpluses. 

There are obviously both social and 
business implications to these trends. 
During a period of world-wide unrest, 
reappraisal of the whole existing order, 
and clamor for change, often without 
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adequate consideration of consequences, 
the bulwark has always been the prop- 
ertied class, small as well as large, for 
the obvious reason that it has some- 
thing to lose by ill-considered moves. 
In this respect the United States has had 
a priceless asset growing out of its for- 
tunate economic and political situation 
and the resulting wide property owner- 
ship. 

No argument is necessary to prove 
that the removal of the desire and in- 
centive for thrift and the weakening of 
the foundations of property ownership, 
whether through unwise and discrimi- 
natory taxation or through short-sighted 
legislation, have reactions far beyond 
their immediate effects. Increasing de- 
pendence on government and growing 
socialization of industry are natural 
outgrowths of such a program. With- 
out attempting to pass on the merits of 
that eventuality, the observation appears 
justified that it is contrary to what has 
been the accepted American way, nor 
is it the program which brought us to 
a position of world leadership in a com- 
paratively short span of years. 


Business Looks Ahead Hopefully 


Despite the outward evidence of busi- 
ness progress during the year, opinion 
differs as to whether real solution of 
fundamental problems has been regis- 
tered. On the one hand, the rising tide 
of business and the decrease in unem- 
ployment are pointed to—on the other 
hand, the continuing government defi- 
cits, incurred in part to bring about 
this revival. On the one side are cited 
legislative trends, approved by majority 
vote of the electorate, designed to regu- 
late and stabilize business, to correct 
past abuses, and to distribute income 
more widely. On the other, doubt is 
expressed as to the ultimate effective- 
ness of many of these measures; notably, 
the undistributed profits tax, the Social 
Security Act, the Public Utility Hold- 
ing Act, the Robinson-Patman Act, etc. 

Consciousness of all controversial 
measures has, of course, been height- 
ened and no doubt exaggerated during 
the year by reason of the hotly con- 
tested national election. The political 
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factor has had an importance in the 
business situation during recent years 
quite unprecedented in the nation’s 
peace-time experience. While that sit- 
uation will no doubt persist to some 
extent by reason of measures already 
enacted, business looks forward hope- 
fully in the coming year to greater free- 
dom from this political handicap and 
to settlement of its problems more 
nearly on an economic basis. With 
the momentum already established, 
however opinion may differ as to its 
causes, there is general agreement that 
with clarification and simplification of 
existing laws and freedom from further 
restrictions, business can carry forward 
to a revival, the essential soundness of 
which will not be a matter of doubt. 


Interest Rates and New Securities 


Aside from the trend and profitable- 
ness of business and industry, two other 
questions of fundamental importance to 
bond buyers are the probable course 
of interest rates and the probable supply 
of new securities. 

Both latter questions are, of course, 
closely related to the first and cannot 
well be divorced from it. Through its 
various controls it is true, however, that 
the Government has an unprecedented 
check on interest rates, though econo- 
mists differ as to whether it is adequate 
to maintain artifically low rates in the 
face of probable business expansion 
and advancing commodity prices. Thus, 
while the near-term outlook is for a 
continuation of existing low rates, it 
would seem a bold prophecy to hold 
that these can be indefinitely main- 
tained. Meanwhile, stabilization efforts 
such as that initiated in the Tripartite 
Agreement and subsequent Treasury 
rulings, control of foreign funds in- 
vested or domiciled here, and credit 
control, such as the recently announced 
gold sterilization move and the 50 per 
cent. increase in excess reserve require- 
ments ordered in July of member banks 
by the Federal Reserve and rumored 
further increase early in 1937, are 
bound to occupy positions of impor- 
tance in working back to a sound 
monetary and credit base. 
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It is a well known fact that demand 
has far exceeded the supply of new 
securities during 1936, and it seems 
probable that this disparity will per- 
sist in the new year but to a lesser de- 
gree. Not only does it appear that 
more of the existing supply of idle 
money will find its way into the or- 
dinary channels of trade, but the ex- 
pectation of some addition to the supply 
of securities to finance new capital re- 
quirements appears not unwarranted. 


Railroad and Utility Situation 
In the railroad field additional equip- 


ment demands to meet expanding pas- 
senger and freight movements appear 
assured; also continued refunding op- 
erations among well situated carriers 
who heretofore have not been in a 
position to take advantage of current 
favorable money rates. Less favorable 
factors in the railroad situation are: 
Expiration on December 31, 1936 of 
the emergency rates (producing over 
$100,000,000 annually) and uncertainty 
as to their permanent replacement; the 
serious threat of a six-hour day; and 
the continuing burden of excessive regu- 
latory measures, burdensome pension 
requirements, and directly or indirectly 
subsidized competition, which render 
uncertain the whole future course of 
the industry. 

The public utility situation continues 
clouded by reason of the questionable 
status of the Public Utility Holding 
Act, the Tennessee Valley Authority, 
and Public Works Administration loans 
and grants to municipalities for con- 
struction of local power projects. So 
long as these questions remain un- 
settled, new capital utility financing, 
despite record gross earnings during 
the year and a huge backlog of needed 
construction, must continue in sub- 
normal volume. Freedom from these 
restraints would undoubtedly be ac- 
companied by a huge total of new 
financing for capital expenditures, with 
resultant benefit to general business. 


Industrial and Foreign Outlook 


In the industrial field the undis- 
tributed earnings tax injects a new ele- 
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ment that may lead to some additional 
financing, replacing requirements pre- 
viously met out of current earnings, 
In addition, further refundings are as- 
sured and an increasing amount of new 
financing for capital purposes, prob- 
able. In the latter connection, the 
capital goods industries, chief source 
of bond financing, while registering 
substantially higher gains during the 
year than consumers goods, are never- 
theless still well behind the latter in 
per cent. of normal operations. Thus 
opportunity exists for considerable fur- 
ther expansion in 1937 which, coupled 
with modernization and mechanization 
needs accumulated during six years of 
retarded activity, point toward added 
capital requirements. Such factors as 
labor unrest, restrictive legislation, and 
heavy taxes, here as in other fields, will 
prove handicaps to progress, despite 
which, however, an optimistic outlook 
prevails in the field for the coming 
year. 

Foreign financing was renewed dur- 
ing the year through refundings car- 
ried on- by Norway and the Argentine 
Republic and may assume larger pro- 
portions during the new year. Con- 
sidering the limitations of the Johnson 
Act (debarring loans to nations now in 
default on debts owing us); also the 
uncertain political situation existing in 
many foreign countries and the barriers 
to international trade growing out of 
tariff walls and exchange problems, it 
is hard to see how any considerable 
volume of foreign financing can be 
anticipated. 


Real Estate Bonds; Municipals 


So too in the field of real estate 
financing, the supply of new securities 
gives evidence of continuing in some- 
what negligible proportions. Marked 
improvement has been registered in the 
real estate field during the year in oc- 
cupancy, and to some extent in rentals; 
this has been particularly true in res!- 
dential quarters, both single homes and 
apartments. Theaters, hotels, and office 
buildings have also shared in the im- 
provement to some extent, the first two 
more than the latter. Little new con- 
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struction of the type involved in private 
bond financing is in prospect, though 
continuation of the improvement in 
building of single unit homes, with re- 
sulting stimulus to so many industrial 
lines, is anticipated. 

The one remaining source of new 
financing—aside, of course, from the 
Government, whose requirements must 
continue as the dominating factor in 
the market—is in the field of state and 
municipal bonds. Such bonds have 
been in eager demand throughout the 
year, both from institutions limited by 
laws or their own charters to the most 
conservative types of securities, also by 
individuals concerned with security and 
the ever mounting value of exemption 
from Federal income taxes. Such bonds 
were issued during the first eleven 
months in 1936 in a slightly smaller 
volume than during the same period in 
1935, and with lighter relief rolls, nu- 
merous refundings already completed, 
and growing appreciation on the part 
of taxpayers of need for greater econ- 
omy in municipal expenditures, it is 
possible that this downward trend 
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may continue during the coming year. 
Marked price improvement in this field, 
achieving record levels during the year, 
may lead to additional refunding in 
secondary classifications heretofore not 
in a position to benefit by existing con- 
ditions in the bond and monev markets. 


Conclusion 


The 1936 bond market may be sum- 
marized as one of marked price ad- 
vances, substantial increases in corpo- 
rate bond financing (mostly of a re- 
funding nature), restricted public par- 
ticipation and continuing concern on 
the part of many regarding the sound- 
ness of underlying conditions and the 
longer-term business outlook. Investors 
may be said to face the new year hope- 
fully, if not altogether confidently—a 
reflection of the obvious gains during 
the year in so many dicuciians. the 
equally obvious unsettled basic prob- 
lems, and the devout wish that states- 
manlike handling of these problems 
may lead to their early and equitable 
solution. 


Government Should Know People’s Financial Status 


New Hampshire Governor Urges Accounting 
Survey of the State’s Resources 


HE new governor of New Hamp- 
shire, Francis P. Murphy, shoe 
manufacturer, believes that: intelli- 
gent administration of state government 
requires a greater knowledge of the 
financial resources of the people whose 
tax support makes the government pos- 
sible. Said he in his inaugural address: 
“Our state is a very great and com- 
plicated business enterprise, collecting 
and spending money for numerous 
purposes in order that its citizens may 
the more easily earn their own livings. 
The people support the government and 
the government in turn facilitates the 
progress of social and economic exist- 
ence. 
“Of the business of the state, taken 
in this broad sense, we know practically 
nothing. Neither does any government 


in the world. We have not advanced 
far enough in our methods of govern- 
mental bookkeeping. Our state con- 
troller and state treasurer can tell us 
to a cent what the state government 
takes in and what it pays out, but the 
books they keep are incomplete. By 
the nature of things, they amount to 
little more than cash accounts. This is 
no reflection on these officials, for their 
accounting methods and their organiza- 
tions are as good as any, to say the 
least. 

“The fact is, we lack basic facts with- 
out which we cannot possibly operate 
the government of the state as a busi- 
ness. At present, no agency is author- 
ized to compile this important informa- 
tion. 

“We do not know the assets or the 
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liabilities of the people of the state as 
a whole. We do not know their income 
or their outgo. We have no knowledge 
of their real wealth. We have no idea 
how much money and goods come into 
the state or how much of them go out 
of the state. We do not know if we 
are paying large sums for the import 
of goods and services which could with 
advantage be created within the state. 

“We have no real basis for deter- 
mining whether the taxes we levy are 
too heavy or too light, nor do we know 
whether the tax burden is being laid 
in the right or the wrong places. Are 
the people getting their money’s worth 
out of public expenditures? As a gov- 
ernment, are we extravagant or eco- 
nomical? There is no way to find the 
answer to those questions because we do 
not have the facts. 

“In order to govern the State of New 
Hampshire as a whole and to promote 
its prosperity in business fashion—the 
only way in which permanent prosper- 
ity can be promoted—we must have 
available the essentials of business ac- 
counting, that is, a balance sheet and 
an income for the state as a complete 
unit. 

“Realizing that accounting is the 
foundation of scientific government, as 
it is of successful business, I intend to 
have the possibilities of this idea care- 
fully studied, without cost. to the state. 
I hope, as a result, that we may have 
available at an early date a complete 
bookkeeping picture of the State of New 
Hampshire, its people, and their eco- 
nomic activities, to the end that in the 
making and administering of laws we 
may be guided by facts and thus always 
be able to work in the highest interest 
of all the people.” 


® 
BRITISH BANKING JOKE 


Banker (to actor): “No, I have not 
been inside a theatre for the last fifteen 
years!” 

Actor: “Ah! Then you're one of the 
reasons why |I haven’t been inside a bank 
for the last fifteen years!” — London 
Opinion. 
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MEETING NEW BANKING 
PROBLEMS 


Ir was not selfishness, or dishonesty, 
as many have charged, that caused 
these bank failures, but economic con- 
ditions. The principal cause of the 
trouble in 1933 was the effort on our 
part to continue the idea of democracy 
in banking. Each banker had to thresh 
out his problems by himself and, how- 
ever powerful, found himself too weak 
to stand alone. 

Congress, in its clumsy, if well- 
meaning, way can’t effect any cure. 
We’ve got to diagnose the disease, X- 
ray it, and that must be done by trained 
specialists and not bungling hands. 

Two things more than anything else 
caused the 1933 troubles—a change in 
the nature of banking assets which 
lessened bank borrowing by the in- 
dividual business man and the fact that 
the bank of discount was changed into 
an investment trust. We were not 
trained in 1933 to meet these new 
problems. 

We live in a new world and we must 
somehow rise with a plan to cope with 
the problem. Shall we study the prob- 
lem diligently or listen to the thud-thud 
of the clumsy feet of the Government 
approaching—the Government which, 
having crossed the path of banking, is 
not likely to retire into simply a regu- 
latory sphere? 

To prevent this, we must grope with 
all our might to find an honest and ade- 
quate outcome.—Frank P. Bennett, edi- 
tor, U. S. Investor. 


@ 
THEY KNOW NOT WHAT THEY DO 


A CENTRALIZED system of government, 
in which the President and Congress 
regulated the doorsteps of the people 
of this country, would break up the 
Union in a short time. Those who 
lightly call for this extension really do 
not understand the dangerous proposi- 
tion they are urging—“Our Chief 
Magistrate and His Powers,” by Wil- 
liam Howard Taft. 





Investment Bankers Plan for 1937 


NVESTMENT bankers have drawn 

plans for a busy 1937, which, in- 

cidentally, is the twenty-fifth year of 
the Investment Bankers Association of 
America. It was formed August 8, 
1912. At the twenty-fifth annual con- 
vention held in Augusta, Georgia, early 
in December, 1936, the association re- 
viewed briefly the developments of the 
past and set about outlining a silver 
jubilee year of work rather than of 
celebration. 

Directly or indirectly, almost every 
phase of the association’s activity 
touches commercial banking—naturally 
so since the commercial bank is one of 
the principal investing institutions. The 
1937 program of the Investment Bank- 
ers Association, however, has an es- 
pecially close tie-up with commercial 
banking and is of more than usual in- 
terest to readers of THE BANKERS 
MAGAZINE. 


As an example, and one that comes 
close home to every commercial banker, 
the municipal securities committee of 
the association proposes to oppose tax 
limitations which are now being urged 


aggressively in many states. Invest- 
ment bankers realize that many com- 
munities suffer from a heavy and even 
disproportionate burden of local taxa- 
tion upon real estate; but they do not 
believe that a satisfactory solution of 
this problem will result from tax limi- 
tation measures. 

The report of the Municipal Secu- 
rities Committee said: “The public will 
have good reason to be tax conscious 
during the next few years and it will 
be a particularly opportune time for 
those favoring the tax limitation meas- 
ures to advance their cause.” 

It also stated, “As a means of reduc- 
ing public expenditures, tax limitations 
have not proved themselves to be effec- 
tive remedies.” And at another point, 
“Actually, the majority of voters will 
probably be harmed rather than bene- 
fited by such legislation.” 

Hence, in its desire that the issue be 
dealt with constructively and effectively, 
the committee suggested that efforts be 


directed toward effective budget control 
by states and municipalities. 

In line with this suggestion the con- 
vention adopted a resolution reaffirm- 
ing the association’s opposition to tax 
limitation and recommending “a more 
scientific approach to the solution of 
the equitable distribution of the tax 
burden and the control of public ex- 
penditures, through comprehensive 
studies of all taxable resources and such 
measures as effective budgetary control 
legislation.” 

The application of that program must 
be city by city, county by county, and 
state by state. It should have the co- 
operation of all local financial inter- 
ests. 

The association has interested itself 
in the matter of securities being ad- 
mitted to or removed from unlisted trad- 
ing privileges on exchanges. As Orrin 
G. Wood, retiring president of the In- 
vestment Bankers Association told the 
convention, the constructive attitude for 
all financial interests to take in this 
matter is that securities should always 
be given the best possible market. He 
said, “No over-the-counter market 
dealer can object to the listing of any 
security where a better market for the 
investor will exist if the security is 
listed. He can only object if he be- 
lieves that the over-the-counter market 
is better for the particular security and 
that listing will not provide a better 
market but will simply interfere with 
the old one.” 

Mr. Wood voiced a fear prevalent 
among over-the-counter dealers, and 
frequently expressed in banking circles 
that the Securities and Exchange Com- 
mission may believe that it is easier to 
control trading in securities on stock 
exchanges than in the over-the-counte1 
market, and therefore may lean to the 
policy of allowing unlisted trading fa- 
cilities regardless of the natural market 
for such securities. He also pointed out 
that stock exchanges are compact 
bodies, well organized, and usually with 
reasonable financial resources. “They 
are able to engage counsel and prop- 
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erly present their case for unlisted trad- 
ing privileges to the commission,” he 
said. “On the other side, there is an 
unorganized group of over-the-counter 
dealers, widely scattered through the 
country. Neither individually nor, in 
many cases. in hastily gathered groups, 
are they in a position to finance and 
present their case to the commission 
adequately.” 

Realizing this weakness in the posi- 
tion of the over-the-counter dealers, the 
board of governors of the Investment 
Bankers Association authorized the set- 
ting up of machinery to present to the 
Securities and Exchange Commission 
the case of its members against admis- 
sion of a security to unlisted privileges 
on an exchange, where a local group, 
after study, is of the opinion that such 
action should not be taken. 

Still a third action of the convention 
worthy of comment here was the ap- 
pointment of a committee, at the in- 
vitation of the National Association of 
State Securities Commissioners, to co- 
operate in the matter of drafting uni- 
form statements of registration or 
qualification under the blue-sky laws of 
the various states. 


Edward B. Hall, the new president 
of the association, termed this action 
the biggest step to date toward an ob- 
jective the association has had in view 
for years. 

The. work toward codrdination of 
state securities regulation that has been 
done in the past by the association is 
generally familiar. Due in large meas- 
ure to sponsorship of sane security legis- 
lation by the Investment Bankers Asso- 
ciation, several states now have ap- 
proximate uniformity in the laws gov- 
erning security transactions, with cer- 
tain fundamental provisions uniformly 
adopted in many other states. 

The effort will now be directed to- 
ward preparation of uniform registra- 
tion or qualification statements which 
now vary greatly even in states with 
substantially uniform laws. The ad- 
vantage and economy will be evident to 
anyone who considers the problems in- 
volved in the registration of a new issue 
for distribution in several states. If 
the program is successful, statements 
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prepared for one state can be duplicated 
for other states. 

Through the elimination of a tedious 
and expensive rearrangement of identi- 
cal facts there will be appreciable sav- 
ings in legal and accounting fees. These 
savings will accrue to the issuer of se- 
curities, the purchaser of securities and 
the investment dealer. 


Uppermost in the minds of the in- 
vestment bankers, as is the case with 
commercial bankers, is the low level of 
interest rates and high levels of bond 
prices. Consequently, allusion to the 
investment problems involved in the un- 
usual money market situation was 
threaded throughout the proceedings of 
the Investment Bankers Association con- 
vention. Retiring President Orrin G. 
Wood referred to it in his opening ad- 
dress to the convention. Committee 


after committee introduced it in their 
reports. 

The question was brought up em- 
phatically, however, in a forum ad- 
dressed by James M. Landis, chairman 
of the Securities and Exchange Com- 


mission. Following a warning by Mr. 
Landis that financial interests dared not 
let security markets run wild and result 


‘in another crash, an individual in the 


audience asked Mr. Landis, “I would 
like to raise the question as to whether 
or not the condition of easy money is 
not now being carried to such a great 
extreme that it constitutes a grave men- 
ace te the future standing and reputa- 
tion of both the investment banker and 
the authorities in Washington?” 

The questioner was Lionel D. Edie, 
who was on the program two days later 
to address a forum on “The Outlook for 
Interest Rates and the Gold Standard.” 
His listeners took their cue from his 
question and a large audience was on 
hand to hear him give his own answer 
at the appropriate time. 

He did not disappoint them. He said. 
in part, “The attempt to make the coun- 
try solvent by getting money cheap was 
an attempt to make the debtor solvent. 
. . . But in the process of making him 
solvent, we are now running into a 
situation where we may make another 
class of people, the creditor class, In- 
solvent. . . . At the present time there 
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is only one extreme bull market in this 
country and that is in the bond market. 
.. . Many classes of securities are sell- 
ing on a money rate basis that is en- 
tirely without precedent in the history of 
this country. . . . I call your attention 
to the fact that the history of the last 
150 years in both this country and in 
Great Britain shows that you cannot 
possibly curb a boom unless you are 
willing to advance the discount rate and 
have a period of tight money condi- 
tions.” 

In a year-end statement Mr. Hall, 
the new president of the association, 
commented specifically on the commer- 
cial banking problem involved in the 
existing money market. He said, “Com- 
mercial banks have been rather active 
buyers also (of the new low-rate re- 
funding issues) but they well recall 
that long-term bonds can sell at big 
discounts at times and they are being 
cautious about employing more than a 
small percentage of their funds in such 
investment. In times of extraordinarily 
low rates almost anyone would prefer 
to invest for a short period and the 
demand for short-term issues has driven 
the yields on good ones due in two 
years or less to a fraction of 1 per cent. 
per annum. The rate on 30-year cor- 
porate bonds of the best quality may 
be only 3 per cent. but it still is three 
to ten times the rate on obligations of 
similar quality maturing in from six 
months to three years. Thus the temp- 
tation is great to take the market risk 
on long bonds for the sake of current 
income, and some people will no doubt 
overindulge as they have done in pre- 
vious periods of easy money.” 

Mr. Hall, who will lead the associa- 
tion during its silver jubilee year, is a 
middle-westerner, president of Harris, 
Hall & Company, Chicago. For twenty- 
six years he was associated with the 
Harris Trust and Savings Bank in 
Chicago, advancing from bond sales- 
man to vice-president in charge of bond 
sales. He left the bank in November, 
1935, when his present firm was organ- 
ized to carry on the corporate bond 
business conducted by the Harris Trust 
prior to the Banking Act of 1933. 
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Mr. Hall is a native of Ishpeming, 
Michigan, where his grandfather, 
Charles H. Hall, founded, and his 
father, Edward R. Hall, managed the 
Ishpeming National Bank until 1894 
when the family moved to Chicago. Mr. 
Hall joined the staff of the Harris Trust 
and Savings Bank in 1909, a year after 
graduation from Yale, and just two 
years after the formation of the bank 
through incorporation of the pioneer 
Chicago investment firm of N. W. Har- 
ris & Co. 

0) 


BRANCH BANKING IN PENNSYL- 
VANIA 


WE supported extension of branch bank- 
ing in Pennsylvania despite the opposi- 
tion of many unit bankers for two very 
good reasons. The depression left more 
than 100 communities of Pennsylvania, 
many of them large enough to support 
banks, without any banking facilities 
whatsoever. Our examining force re- 
ported many small and _ moderate- 
sized banks in such condition that they 
would be unable to survive as unit 
banks and still make profits. They 
seemed faced with the necessity of vol- 
untary liquidation which in turn would 
add to the bankless communities of our 
commonwealth.—Dr, Luther A. Harr, 
Secretary of Banking of Pennsylvania. 


® 
A PATERNALISTIC GOVERNMENT 


WE have reached that temper, for the 
moment only, let it be hoped, when 
nothing seems so galling as real free- 
dom, and when society must have its 
fetters, even if they are self-imposed. 
. . . And unless we shall speedily come 
to realize the truth of what Burke said, 
that repeal is more blessed than enact- 
ment, we shall, by the chains we are 
constantly forging, reduce ourselves to 
a state of slavery, or at least reach a 
condition where government takes the 
place, not merely of the father and 
mother, but of the Deity, also—The 
Business of Congress, Samuel W. McCall 
(1911). 





The Guaranty Trust Looks at 1937 


ONSIDERED as a whole, the year 
1936 has been the most encourag- 
ing to business since the advent of 

the depression; and it closed with the 
general prospect more favorable than 
it has been at the end of any other 
recent year, states the Guaranty Trust 
Company of New York in the current 
issue of The Guaranty Survey, its 
monthly review of business and finance 
in this country and abroad, published 
at year’s end. 

“The principal economic problem 
that faces the country as it enters 1937 
is that of possible over-expansion in the 
field of money and credit,” The Survey 
continues. “If the public finances can 
be promptly placed on a sound basis, 
if the problem of credit control can be 
satisfactorily solved, and if effective co- 
operation can be maintained between 
government and business, there is 
ground for the confidence with which 
business in general apparently views 
the outlook for continued recovery. 

“Not only has the general level of 
activity during 1936 been the highest 
in six years, but for the first time since 
the beginning of the depression the 
trend has been strongly upward 
throughout the year, with only minor 
interruptions. Although 1935 also 
marked a substantial net gain toward 
recovery, the advance took place almost 
entirely during the last quarter. In 
the year just closed, the upward trend 
has been both steadier and more rapid. 


Greater Activity and Higher Prices 


“Tangible increases in industrial out- 
put and in trade volumes have been 
accompanied by an equally pronounced 
gain in business confidence. Sufficient 
evidence of this is found in the move- 
ment of security prices, which have 
been strong almost throughout the year. 
Commodity prices have also shown in- 
creasing buoyancy. The general level 
of quotations for basic commodities, af- 
ter moving within a relatively narrow 
range since the end of the sharp rise 
in 1933, has advanced rather sharply 
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in the last few months. The whole- 
sale price index of the Guaranty Trust 
Company for December 15 stands at a 
level 24 per cent. above that a year ago. 
Thus far, this rise has not resulted in 
an appreciable increase in the cost of 
living. 

“One of the striking and encouraging 
features of the year’s business record 
has been the progress shown by the 
durable goods industries. This not only 
has swelled the total volume of indus- 
trial output and employment but has 
also contributed to a better balance in 
the country’s general economic struc- 
ture. Particularly favorable is the ex- 
pansion that has been reported in re- 
cent months in residential building, a 
branch of industry that has been very 
severely affected by the depression, has 
been comparatively slow in recovering, 
and is believed to represent, in greater 
degree than any other single factor, the 
key to a definite and satisfactory solu- 
tion of the unemployment problem. 


Unemployment Still a Serious 
Problem 


“Unemployment, as far as can be 
judged from the rather meager statis- 
tical evidence, remains at the end of 
the year, as it was at the beginning, the 
most crucial question facing the coun- 
try. This is true despite the progress 
that has been made during the year in 
increasing employment. The best avail- 
able estimates indicate that business 
has reabsorbed most of the workers who 
were laid off during the early part of 
the depression. This rise in employ- 
ment, however, has failed to solve the 
problem, mainly because the number 
of available workers in the country has 
increased by several millions during 
the interval. ° 


Further Broadening of Credit Base 


“The principal developments in the 
financial situation during the year have 
been the large inflow of gold, the con- 
tinued expansion of the public debt. and 
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the increase in new security issues. The 
commercial banks have reported the 
same sort of changes in their condition 
as has been the rule in recent years, 
with one important difference. For the 
first time since 1929, there has been a 
substantial increase in loans. The in- 
crease, moreover, has been wholly in 
the classes of loans generally known as 
‘commercial’—that is, loans other than 
those on securities—indicating, appar- 
ently, a gradual rise in the demand for 
bank credit for business purposes. The 
banks’ holdings of direct and indirect 
obligations of the Government have also 
increased considerably during the year. 
Security loans and security holdings 
other than Government obligations have 
shown comparatively little change. 

“In the long-term capital market, the 
increase in the amount of new security 
issues is unquestionably a favorable de- 
velopment, although the great bulk of 
the activity has consisted of refunding 
obligations. It cannot yet be said that 
the demand for new corporate capital 
is active. Nevertheless, the amount of 
new corporate capital represented in 
security issues during the first eleven 
months of the year was nearly three 
limes as great as a year ago. 


Government Still Plays an Active 
Part 


“The Government has continued to 
play an important réle in shaping busi- 
ness and financial conditions. Large 
amounts of public funds have flowed 
into business channels as a result of re- 
lief expenditures and the payment of 
the veterans’ bonus. As a result of 
large Government expenditures, the 
Treasury has continued to show a large 
deficit. The gross public debt at the 
end of November was more than four 
billion dollars larger than a year 
earlier. This increase, of course, was 
partly due to the payment of the vet- 
erans’ bonus, a non-recurring item. The 
remainder was mainly attributable to 
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relief expenditures. The size of the re- 
lief load that is still being borne by 
the Government in spite of the increases 
that have taken place in private em- 
ployment is one of the most important 
problems facing the country and one 
of the greatest sources of uncertainty in 
the general business outlook. Upon the 
successful solution of this problem, 
more than any other, depends the future 
of the budget. 

“Foreign trade is among the branches 
of business in which recovery has been 
relatively slow. This is not surprising 
in view of the fact that political, rather 
than economic, conditions throughout 
the world have come to constitute the 
main obstacle to the restoration of nor- 
mal international trade channels. 
Nevertheless, the foreign trade of the 
United States has shown moderate ex- 
pansion during the year, particularly 
import trade. The greater increase in 
imports than in exports has brought 
the country’s merchandise trade more 
closely into balance than it has been 
in many years; in fact, imports exceeded 
exports in six of the first ten months 
of 1936. Although this development 
has been viewed with some concern by 
those who fear the effects of increasing 
imports on markets for the products of 
domestic industry, it is generally recog- 
nized as a natural and, indeed, inevi- 
table feature of the economic position 
of a creditor nation.” 


© 
REAL SEEKERS AFTER PEACE 


THE teaching of the Sermon on the 
Mount is as adequate to the needs of 
men and of nations today as when it 
was first proclaimed among the hills 
above the Sea of Gallilee. In such 
measure as its spirit is accepted, men 
and nations may lay claim to be seekers 
after peace on earth.—Franklin D. 
Roosevelt. 





Foreign Investments in the United States 


Extent and Significance 


So much interest is now being paid to the flow of foreign funds into this 
country that the extensive study of the subject made in the following survey 


will be found especially timely and valuable. 


It is taken from a copyright 


article in the January issue of THE INDEX, published by The New York 
Trust Company, and is reprinted by special permission —EDITOR. 


ECENT indications that new legis- 

lation may be contemplated by 

the Administration to protect ex- 
change rates and domestic markets from 
the effects of any sudden withdrawal of 
foreign funds invested in the United 
States have served to draw attention to 
the size and character of such funds. 
While complete data are not available, 
and foreign investments are naturally 
subject to continual shifts, recent esti- 
mates place their total at approximately 
$7,000,000,000. This figure, however, 
includes all types of foreign invest- 
ments, and the possibility of their with- 
drawal varies greatly with the classi- 
fication into which they fall and 
conditions in the countries in which the 
investment funds originated. Any at- 
tempt to appraise the risks which the 
volatility of such funds may represent 
must consequently take into considera- 
tion these factors, and it is the purpose 
of the present article to present factually 
such information as may be available 
on the distribution and sources of cur- 
rent foreign holdings. 


Increase in Investments 


European investments in American 
enterprises have played an important 
réle in the development of our national 
economy, especially in the great era of 
railroad building when foreign pur- 
chases of railroad bonds aided materi- 
ally in raising the necessary capital, 
but the extent of such investments has 
never been accurately known. Prior to 
the World War, the total of American 
securities owned abroad was estimated 
at about $4,500,000,000, the holders be- 
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ing largely residents of Great Britain, 
Holland, France and Germany, and in 
1915-20, it was further estimated that 
some $2,500,000,000 of these invest- 
ments were withdrawn. In the next few 
years, there was, in all probability, 
some increase in this reduced total, and 
it was unofficially placed, in 1920, at 
about $2,500,000,000. 

The period of industrial expansion, 
which succeeded the World War and 
reached its climax in 1929, thereupon 
attracted additional foreign funds and 
the investment total steadily rose. For- 
eign purchases of stocks and bonds, as 
well as direct investments, apparently 
expanded under the impetus of improv- 
ing business conditions in this country 
and the greater opportunities our de- 
veloping industries sometimes repre- 
sented in comparison with investmeni 
opportunities abroad. No annual fig- 
ures on this investment total are avail- 
able, the interest and dividend payments 
in the annual report of the Department 
of Commerce on the balance of interna- 
tional payments being figured by as- 
suming a general rate of return on a 
vague approximation of what all foreign 
holdings might total. Nevertheless, the 
net inflow of gold in this period and 
such other statistics as could be secured 
indicated this rising trend. 

While interest and dividend pay- 
ments paid to foreigners investing in 
the United States were roughly esti- 
mated at $100,000,000 annually in 
1919-21, for example, this figure there- 
after increased almost steadily. In 
1929, it totalled $414,000,000, or more 
than four times the figure of a decade 
earlier. This did not reflect a corre- 
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sponding increase in the total of for- 
eign investments, due to a rising return 
on such investments in the period of 
prosperity, but pointed, nevertheless, to 
substantial gains. 

During the depression, it would ap- 
pear likely that there was some with- 
drawal of foreign funds, and their total 
naturally declined as a result of the 
general shrinkage of values. Neverthe- 
less, the Federal Reserve Bulletin is au- 
thority for the statement that the large 
volume of foreign investments in the 
United States built up in this postwar 
period was not greatly disturbed by the 
depression and that the bulk of present 
holdings was acquired before develop- 
ment of the recent purchasing move- 
ment which is responsible for present 
concern in the question. “Although se- 
curities may have changed hands and 
market value fluctuated,” the Bulletin 
stated in its July issue, “foreigners have 
maintained in this country throughout 
the depression a volume of securities 
substantially as great as the amount now 
held.” 

The total value of these securities, 
together with other types of foreign in- 
vestments in the United States, is being 
currently estimated, as previously noted, 
at about $7,000,000,000 and this figure, 
for the first time, is based upon some- 
thing more than guesswork. It is de- 
rived from a special survey of foreign 
investments at the close of 1935, made 
by the Department of Commerce, which 
not only gives the totals for different 
types of investment but a very consid- 
erable amount of data on where they 
are held, and is also based upon ‘the 
still more recent report of the Treasury 
Department upon capital movements. 
The present figure thus reflects current 
gains added to the total of $6,235,000,- 
000 for the close of 1935. Of this 
latter figure, approximately $5,035,000,- 
000 represented the investments of resi- 
dents of foreign countries in United 
States stocks and bonds and other di- 
rect investments, and $1,200,000,000 
foreign-owned bank balances and other 
short-term funds. 

Both the 1935 total obtained in the 
survey of the Department of Commerce 
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and the more recent aggregate total of 
$7,000,000,000 represent an increase in 
foreign holdings which, under present 
circumstances, would serve to modify 
somewhat the statement of the Federal 
Reserve Board in July. For the 1935 
year-end figure includes an estimated 
increase of 18 per cent. in the value 
of foreign holdings of stocks, bonds and 
other long-term investments since 1934, 
which the Department of Commerce at- 
tributes to the combined effect of the 
year’s net purchases by foreign investors 
and an increase of approximately 37 
per cent. in the average level of com- 
mon stock prices, while, during the first 
nine months of the current year, the 
net capital movement between the 
United States and foreign countries as 
reported by the Treasury Department 
totaled $870,244,000. Of this amount, 
$316,590,000 represented net foreign 
purchases of securities, after deduction 
of net foreign purchases of foreign se- 
curities, and on this basis, the 1935 year 
end total in long-term foreign invest- 
ments had increased, by the end of 
September, 1936, to an approximate 
total of $5,300,000,000, of which $3,- 
300,000,000 were in marketable secu- 
rities. 

A major cause for the enormous 
movement of capital to the United States 
in recent years, especially in 1934 and 
1935, has been the low gold value of 
American securities consequent upon 
under-valuation of the dollar. The rela- 
tive cheapness of both stocks and bonds 
on our markets, together with the rela- 
tive stability in economic and political 
conditions as compared with those pre- 
vailing in many European countries, 
has served to attract huge investment 
funds which might otherwise have been 
invested abroad. It might also be noted 
that the influx of these funds indicates 
the existence of foreign purchasing 
power which, under other conditions, 
might conceivably be diverted to the 
purchase of goods rather than secu- 
rities. 

Large as these figures may be, it 
should be noted that, at the close of 
1935, the aggregate for all foreign in- 
vestments, including short-term funds, 
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was less than half the amount of Ameri- 
can investments held abroad, which 
amounted to $13,450,000,000, and that 
the net creditor position of the United 
States was $7,250,000,000. Moreover, 
the year-end figure of foreign-held long- 
term investments represented a com- 
paratively small stake in the total of 
all long-term investments in the United 
States. In respect to foreign holdings 
of American stocks and bonds, for ex- 
ample, the total of approximately 
$3,000,000,000 in this classification 
compared with an aggregate value of 
$86,000,000,000, as of the close of 1935, 
for stocks and bonds listed on the New 
York Stock Exchange alone. This lat- 
ter figure, itself, includes $7,000,000,- 
000 of foreign securities. Even current 
foreign purchases of our securities do 
not greatly modify the more general 
picture. 


Investment Categories 


In its survey of foreign investments, 


the Department of Commerce, in codp- 
eration with some 3000 industrial and 


commercial concerns, approximately 
150 leading banks and other financial 
institutions and 80 brokerage houses, 
classified as direct investments the total 
foreign interest in all American cor- 
porations, exclusive of financial insti- 
tutions, in which foreign corporations 
or other foreign shareholders had a 
controlling voice in management 
through their stock ownership. Foreign- 
held bonds of foreign-controlled Ameri- 
can subsidiaries representing a_rela- 
tively small percentage of the total were 
also included in this category, whether 
or not they were a part of the holdings 
of the controlling interest. 

Indirect investments comprise com- 
mon stocks, preferred stocks, bonds and 
other investments. The value of the 
first named was computed upon the 
basis of aggregate year-end market value 
of all shares of American corporations 
owned by foreign investors, exclusive of 
direct investments and stocks held in 
trust accounts. Preferred stocks and 
bonds were reported at par value, some 
16 per cent. of the latter being in de- 
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fault in both principal and _ interest. 
Other investments constitute securities 
and properties administered through 
personal or corporate trusts for for- 
eign account, the net equity of foreign 
insurance companies in United States 
branches or affiliates, and the estimated 
foreign holdings of urban and agricul- 
tural mortgages and real estate in this 
country not included in other cate- 
gories. 

While all other figures in the invest- 
ment total were values as of 1935, those 
for direct investments related to 1934 
owing to the impossibility of securing 
more recent data. Nevertheless, the ag- 
gregate total is considered substantially 
correct as of the close of 1935. It has 
been computed from balance sheet data, 
and, in the case of American subsidiary 
corporations, represents the net equity 
of foreigners in these companies’ assets. 

On this basis, common stocks were 
shown to make up the largest block of 
foreign holdings, being valued at $2,- 
015,000,000, or approximately 40 per 
cent. of all foreign investments. Direct 
investments, with an estimated value of 
$1,045,000,000, were next in order; 
bonds were valued at $607,000,000; 
preferred stocks at $329,000,000; and 
all other investments at $1,039,000,000. 
A breakdown of the latter figure places 
the value of trust funds administered 
for foreign residents, based on capital- 
ization at 354 per cent. of the estimated 
income accrued, at $415,000,000; the 
net equity of foreign insurance com- 
panies at $332,000,000; and the value 
of foreign owned mortgages and real 
estate at roughly $292,000,000. 


Geographical Distribution 


At the end of 1935, Great Britain 
was the most important holder of in- 
vestments in this country, owning more 
in each category except common stocks, 
where its total was exceeded by that of 
Canada. In all, British investors had 
a stake in this country totaling $1,374,- 
000,000, or 27.3 per cent. of all foreign 
investments. Canada follows closely 
with an investment of $1,006,000,000, 


its common stock holdings amounting 
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Foreign INVESTMENTS IN THE UN ttep Stares sy Principat Countries 1n 1935 


(Values in millions of dollars) 

















Other Latin Other 

Great Nether-Switz- Euro- Amer- Coun- 
Type of Investment Canada Britain lands erland France pean ica tries Total 
Direct investments.. 322 362 249 13 14 62 5 18 1,045 

Common stocks 

(market value) 408 372 196 214 142 350 19 314 2,015 
Preferred stocks .. 66 146 13 32 19 30 3 20 329 
RRS SE aN ELS 49 91 220 65 53 87 8 34 607 
Other investments... 161 403 106 75 J+ 123 8 109 1,039 
si RRS eR See 1,006 1,374 784 399 282 652 43 495 5,035 
Percentage of total 20.0 27.3 15.6 7.9 5.6 12.9 0.9 9.8 100.0 


to no less than $408,000,000 and its 
direct investments to $322,000,000. To- 
gether, these two countries thus account 
for almost half of all foreign invest- 
ments. 

The Netherlands, Switzerland and 
France are the only other three coun- 
tries singled out for individual estimates 
in the Department of Commerce report. 
Their holdings amounting to $1,465,- 
000,000, or 29.1 per cent. of the total, 
in comparison with a total for the re- 
maining groups of countries covered of 
$1,190,000,000, or 23.6 per cent. of the 
total. 

Of these three, the Netherlands lead 
with investments valued at $784,000,- 
000, its direct investments totaling 
$249,000,000 and its bond holdings 
amounting to $220,000,000, or more 
than twice those of any other country 
and approximately 36 per cent. of all 
foreign held bonds. Switzerland, on 
the other hand, with a total investment 
of $399,000,000, had a much greater 
part of its investments in common 
stocks which total $214,000,000. French 
holdings, in which common stocks are 
also far more important and direct in- 
vestments and bonds relatively small, 
aggregated $282,000,000. 

Other European investments were 
grouped together to total $652,000,000, 
or 12.9 per cent. of the aggregate; Latin 
American holdings were placed at $43,- 
000,000, or 0.9 per cent.; and all others 
at $495,000,000, or 9.8 per cent. In 
these countries, common stock holdings 
predominated, comprising approxi- 
pentely 57 per cent. of their combined 
total. 





Source: Finance Division, Bureau of Foreign and Domestic Commerce. 


While these are the most accurate 
figures available, it should be noted, as 
pointed out in the Department of Com- 
merce report, that the geographical dis- 
tribution of investments does not neces- 
sarily represent ultimate ownership. 

The country of the nominal owner, 
especially where securities are held 
through the medium of a holding or in- 
vestment company, may not be the 
original source of the investment funds. 


Commercial and Industrial 
Distribution 


From the point of view of the dis- 
tribution of foreign investments in the 
United States, among commercial and 
industrial activities, the most important 
category, at the end of 1935, was manu- 
facturing enterprises. Holdings in this 
field amounted to $1,696,000,000, or 
more than one-third all such invest- 
ments, with the common stocks aggre- 
gating $1,054,000,000, in comparison 
with direct investments of $510,000,000. 
Common stock holdings and direct in- 
vestments were thus largely concen- 
trated in manufacturing enterprises. 
Foreign holdings of bonds, on the other 
hand, heavily favored railroads and 
other transportation companies, amount- 
ing to $313,000,000, out of $607,000,- 
000 total bond holdings, and aggregate 
transportation investments amounting to 
$777,000,000. 

Holdings in utilities and mining en- 
terprises, including petroleum, follow 
manufacturing and railroads, their re- 
spective totals being $601,000,000 and 
$567.000,000. In each case, common 
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COMMERCIAL AND INbDustTRIAL DISTRIBUTION OF FoREIGN INVESTMENTS IN 1935 


(Values in millions of dollars) 


Railroads 
(including 
other 
trans- 
portation) 
QI? 


Manufac- 
turing 
510 


Type of Investment 


Direct investments 

Common stocks 
(market value) 

Preferred stocks 

Bonds 

Other investments . 


1,696 


. 1,054 
105 


169 


rotal 601 


11.9 


Percentage of total 33.7 


Util- 
ities petroleum) Finance 


Retail and 
wholesale : 
distribu- Miscel- 

tion laneous 

230 Btls 61 16 


Mining 
(including 
Tot. 
1,045 


303 81 1; 
21 24 
13 5 


2,015 
329 

5 i 607 
332 1,039 
567 442 142 5,035 
11.3 8.8 2.8 100.0 


*Included in “Common stocks” and “Other investments.” 


Source: Finance Division, Bureau of Foreign and Domestic Commerce. 


stocks have an aggregate value in ex- 
cess of any other class of investments, 
but direct investments in mining total 
$230,000,000, or more than in any other 
industrial or commercial classification 
except manufacturing. 

The foreign stake in financial insti- 
tutions, including insurance companies, 
is estimated at $442,000,000, ‘or 8.8 per 
cent. of the total and in retail and 
wholesale distribution at $142,000,000, 
er 2.8 per cent. Miscellaneous invest- 
ments, in which are included trust 
funds and mortgage and real estate 
holdings, amount to $810,000,000 or 
16.1 per cent. of the aggregate. 

Further figures indicated that, at mar- 
ket value, foreign holdings of the com- 
mon stocks of 878 representative cor- 
porations, excluding direct investments, 
represented 4.02 per cent. of the total 
stock outstanding of these companies. 
The highest proportion was in railroad 
shares, or 5.8 per cent., followed by 
manufacturing enterprises, 4.8 per 
cent.; utilities, 3.8 per cent.; mining, 
2.9 per cent.; distribution, 2.4 per cent.; 
financial institutions, 1.5 per cent., and 
miscellaneous investments, 1.5 per cent. 
Approximately 3.3 per cent. of pre- 
ferred shares at par of these 878 com- 
panies was held abroad at the end of 
1935. In so far as bonds are concerned, 
comparable figures are not available, 
but total foreign holdings represented 
only 1.6 per cent. of the value of all 


bonds listed on the New York Stock 
Exchange. 
Conclusion 


Subsequent to the compilation of 
these figures, as previously indicated, 
there has been a renewal of foreign 
purchases of American securities. Since 
1933, it is estimated that some 40 per 
cent. of the net inward movement of 
capital into the United States represents 
net purchases of securities, but, until 
the spring of 1935, this largely repre- 
sented foreign buying of foreign secu- 
rities in the American market rather 
than the purchase of American secu- 
rities. The rush to buy American 
securities, in part due to currency fears 
abroad and in part because of rising 
confidence in investment opportunities 
here, then attained its maximum rate in 
the last quarter of 1935, but, except for 
a brief interruption in May, following 
the recession of stock prices, it has con- 
tinued during the current year. “While 
the purchase of American securities by 
foreigners since May, 1935, appears to 
reflect conditions in the United States 
more than conditions in Europe,” states 
the Federal Reserve Bulletin, “most of 
the buying on balance has come from 
Europe and the gold bloc as a whole 
accounts for nearly half. The other half 
represents British purchases or pu!- 
chases executed through London.” 

It was for a time thought that de- 
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velopments consequent’ upon French 
devaluation might lead to a withdrawal 
of substantial amounts of these invest- 
ments, but this has apparently not been 
the case. 

Confidence abroad in economic con- 
ditions in this country and in the pos- 
sibilities of capital appreciation in 
American stock investments, contrasted 
with the relative unattractiveness of 
other markets, has served to continue 
existing investments and attract fresh 
funds, thus increasing the foreign stake 
in our business enterprises. 

The risk, in this state of affairs, as 
pointed out by President Roosevelt, is 
that a sudden withdrawal of any great 
amount of these funds, due either to 
changes in Europe or to a loss of con- 
fidence on the part of foreign investors 
in our domestic situation, would 
threaten the stability of both the ex- 
change rate and of our security mar- 
kets. But the distribution of these funds 
indicates that a great part of them rep- 
resent permanent investments which are 
not likely to be withdrawn suddenly 
under any conditions, and that their 
actual volatility is not as great as is 
sometimes assumed. 

The amount of really mobile foreign 
investments at the close of 1935, as pre- 
viously noted, was approximately $3,- 
000,000,000, and even the further in- 
crease, as reported by the Treasury 
Department for the first nine months 
of 1936, bringing the aggregate total to 
$3,300,000,000, represents a far smaller 
figure than the $7,000,000,000, some- 
times assumed as constituting readily 
marketable foreign investments. 

In answer to questions on this point 
raised by Senator Vandenberg, Secre- 
tary Morgenthau, on September 22, 
stated: “It is true that in the event the 
political disturbances in Europe and in 
the Orient disappear . . . we may ex- 
pect to see a reflux of a portion of the 
capital which has come here... .« 
{But} a large part of the foreign in- 
vestment in our securities represents 
long-term investments in our industry 
and public utilities and will no more 
be suddenly liquidated if conditions im- 
prove abroad than would investments 


Short Time: 


Six weeks is a short time 
in the life of a bank. Yet in 
that time we have been able 
to transform banking quar- 
ters for many a bank. At the 
beginning, the old sound 
but time-worn building — six 
weeks later, newly rebuilt 
for economy and modern at- 
mosphere. Write us_ for 
photos — no obligation. 


TILGHMAN MOYER CO. 


The Design, Construction and 
Equipment of Bank Buildings 


ALLENTOWN, PENNA. 


in those securities by Americans. . 
The complete restoration of confidence 
in the economic and political stability 
of Europe is not likely to take place 
simultaneously among the bulk of those 
who have participated in the flight from 
their own currencies to the dollar. 
Therefore the return of funds of that 
type will likewise be apt to be spread 
over many months.” 

Although no official suggestions have 
been made as to possible measures to 
meet the dangers inherent in the con- 
tinued increase in these foreign invest- 
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ments, the subject has been widely 
discussed. Discriminatory taxes on 
dividends or interest payments made to 
foreign holders of American securities 
have been suggested as one means to 
discourage the further import of capi- 
tal, while other proposals include a 
special excise levy on alien holdings, 
an increase in the existing transfer tax, 
and revival of the capital gains tax as 
applied to non-resident aliens. These 
measures, however, are generally sub- 
ject to one of two serious objections; 
they might provoke retaliatory action 
on the part of foreign governments, or 
they cannot be effectively enforced upon 
foreign security holders. Experience in 
line with the latter objection was re- 
sponsible, in fact, for elimination of 
the capital gains tax as applied to aliens 
in the 1936 Revenue Act, with the 
anomalous result that foreigners have 
advantages in our securities markets not 
enjoyed by citizens. 

One of the major causes of the great 
depression was that the draining of 


liquid capital from important foreign 
financial centers to the vortex of specu- 
lation in American securities and to the 


New York call loan market induced 
deflationary processes in foreign coun- 
tries, which spread with disastrous re- 
sults to all countries. Obviously, un- 
der present conditions, the stabilization 
funds of various leading nations must 
now bear the impact of a similar west- 
ward movement of capital and such 
drains could not be continued indefi- 
nitely, without unhealthful consequences 
both here and abroad. 

To a certain extent, conditions which 
have led to the tremendous flow of in- 
vestment funds into this country are 
being modified. If undervaluation of 
the dollar has been a primary cause, 
devaluation measures on the part of the 
gold bloc countries have served some- 
what to equalize these conditions. Meas- 
ures for control of our domestic credit 
factors and price structure are being 
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seriously considered, and if exports 
from our huge gold stocks are per- 
mitted, as and when foreign and do- 
mestic capital seek opportunities for 
favorable earnings abroad, these tre- 
mendous gold reserves will serve their 
proper purpose in aiding to alleviate 
deflationary effects upon our economy. | 
The Treasury and the Federal Reserve 
Board, through the ability to regulate, 
singly or severally, such factors as the 
rediscount rate, member bank opera- 
tions, and margin requirements, already 
hold wide powers for the control of 
money and credit. The possession and 
exercise of these powers imply full re- 
sponsibility for their proper and timely 
application and consequent results. 


@ 
IMPORTANCE OF THE A. B. A. 


Most of our banking problems today 
are problems of a national character. 
You will have to cope with them 
whether you happen to be connected 
with a state bank or with a national 
bank, and you cannot solve them alone. 
This means that you must have a strong 
national organization representing you 
in Washington. This organization 
should not be a lobby. The American 
Bankers Association has never sup- 
ported a lobby. But if the association 
is to protect the interests of the char- 
tered banks and their customers in deal- 
ing with the Government, we must have 
the support, both moral and financial, 
of all our banks, because we can be 
most effective when we can assure Fed- 
eral agencies and committees of Con- 
gress that we represent in our member- 
ship all the chartered banks of the 
country. The American Bankers Asso- 
ciation is the only means we have of 
dealing with economic questions of a 
nationwide character. Let us give it 
the support which its record of perform- 
ance and promise of future effort so 
well deserve.—Tom K. Smith, president, 
American Bankers Association. 





Managed Economics and the Future 


Difficulty of Forecasting Business Under 
New Conditions « No Inflation This Year 


By Cot. Leonarp P. AYREs 
Vice-President, Cleveland Trust Company 


MANAGED economy may be de- 
scribed as one in which the Gov- 
ernment controls the volumes of 

output of the principal products, and 
the conditions of hours and wages of 
the workers. A system of managed 
economics is one in which the Govern- 
ment undertakes to control the funda- 
mental conditions under which business 
operates, but not the detailed operations 
themselves. 

Our system of managed economics is 
the product of the past four recovery 
years. In that period our national Gov- 
ernment has vigorously pursued eco- 
nomic policies of entirely new sorts. It 
has lifted agricultural prices, and paid 
huge bonuses to farmers. It has kept 
interest rates at unprecedentedly low 
levels. It has lent large sums to rail- 
roads, banks, and other corporations. 
It has refinanced at low rates hundreds 
of thousands of mortgages on farms 
and on urban homes. It has spent im- 
mense sums for the relief of the un- 
employed. 

The carrying out of these novel eco- 
nomic policies has helped to solve the 
difficult depression problems of millions 
of individuals, and of thousands of busi- 
ness concerns, and while all this was 
going on recovery was developing. The 
result is that Americans as a people are 
now convinced that the Government 
does know how to overcome depression, 
to generate recovery, and to start the 
nation on the road to prosperity. They 
recognize that the process is expensive, 
but they are convinced that it is effec- 
tive. 

It seems. clear that we are destined 
to live under a system of managed eco- 


— 


Condensed from an address. 


nomics for a good many years to come, 
and quite regardless of the outcomes of 
the next several presidential elections. 
This conclusion seems warranted in part 
by the fact ihat governments seldom 
voluntarily relinquish powers that they 
have gradually gained and have become 
accustomed to exercising. For the rest 
it seems warranted by the even more 
potent fact that our people have become 
convinced that the national Government 
can control economic conditions, and 
so the people have decided that hence- 
forth the Government must solve their 
economic problems. 

The clearest lesson of the recent elec- 
tion seems to be that the people demand 
national leadership and national policy 
with respect to economic problems 
which were regarded only a few years 
ago as being beyond the proper scope 
of government. All will agree that 
President Cleveland’s message* vetoing 
the Texas seed bill could not be written 
today. As a people we are no longer 
convinced that the functions of the Gov- 
ernment should be limited to those sim- 
ple powers and duties of law and order 
that the Constitution specified as com- 
posing its mission. 

Americans are no longer sure that 
while it is the duty of the people to 
support the Government, it is not the 
duty of the Government to support the 
people. Informed citizens will agree 
almost without exception that Jefferson 
clearly expressed the spirit and pur- 
pose of our Constitution when he said 
that it was the sum total of good gov- 
ernment that the national authority 


*Refers to President Cleveland’s veto of 
a bill appropriating $10,000 to buy seed 
for farmers in a portion of the State of 
Texas. 
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should restrain men from injuring one 
another, but should leave them other- 
wise free to regulate their own pursuits 
of industry and improvement. Never- 
theless our citizens have decided that 
the central Government must undertake 
the solving of their economic problems. 

Under the circumstances we may well 
be confident that for many years to 
come we shall choose each four years 
on election day not merely a President 
over our politics, but a President over 
our economics. This is the paramount 
business development of our time. It 
is a condition which must control our 
attempts to forecast business develop- 
ments both for the long term and for 
the short term. It means that politics 
has assumed command over economics. 


A Blind Future 


There can be little serious or helpful 
long-term forecasting under a system 
of managed economics. The reason for 
this is that it is impossible to predict 
or calculate what the combined results 


will be when numerous governmental 
agencies are putting into effect new 
laws, new regulations, and new policies, 
all designed to improve business and 


social conditions. Probably it is this 
fact more than any other which accounts 
for the unprecedented irregularity of 
the course of this recovery in this coun- 
try. 

In our recoveries from former de- 
pressions business improvement has fol- 
lowed fairly well-defined patterns. At 
the bottoms of earlier depressions in- 
terest rates fell to low levels that made 
it possible to borrow new funds on ad- 
vantageous terms. Then enterprising 
business men started new construction, 
and increased and improved their facili- 
ties in the full faith that they were jus- 
tified in taking present risks in the 
expectation of making future gains. 
They did not wait for profitable busi- 
ness to accumulate. 

In this recovery they have felt un- 
certain about what was going to hap- 
pen. They have waited until profitable 
business has developed, and now they 
are increasing their facilities as fast as 
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the volume of profits seems to warrant. 
The resulting irregularity of improve- 
ment has been so marked that some im- 
portant parts of our business activity 
are still at low depression levels. Some 
are still below the bottom levels of the 
depression of 1921 which, while short, 
was the most severe that we had ever 
experienced up to that time. 


Recovery Still Lags 


It is an impressive fact that in this 
year of 1936, which is the fourth full 
year of recovery, the volumes of new 
factory building, of new commercial 
building, of public utility construction, 
of new railroad equipment, and of new 
corporate financing, are all below those 
of the lowest year of the depression of 
1921. These conditions are particularly 
noteworthy in view of the fact that our 
population then was 20 millions less 
than it is now. They emphasize the re- 
tarding effects which may result from 
the tendency of managed economics to 
make future planning difficult and dan- 
gerous. Probably business forecasting 
in the future will largely consist of po- 
litical interpretation. 


Business in 1937 


We are at present well along in the 
process of recovery, and the rest of the 
world is still farther along. Recoveries 
are like depressions in that when they 
once get well started they acquire mo- 
mentums that are almost physical in 
quality. This fact warrants us in reach- 
ing some general conclusions about the 
prospects for business in 1937 despite 
our new condition of managed eco- 
nomics. The conclusion that seems 
justified is that general business will 
be better in 1937 than it has been in 
1936 in spite of the unrest that prevails 
in much of the world, the labor difh- 
culties which may develop here, and 
the new legislation that the Congress 
may enact. 


Inflation Improbable 


It is quite unlikely that any price 
condition that could truly be termed 





STATEMENT OF 


THE WILLIAMSBURGH SAVINGS BANK 
BROOKLYN, N. Y. 


Dividend, January First, 1937, 2% 


The Funds of the Bank are invested as follows: 


Cash in our Vaults and on Deposit with 
payable to us on demand 

United States Government Bonds 

Bonds of States 

Bonds of Cities 

Bonds of Counties 

Bonds of Towns 

Bonds 

Bonds 


Bonds of Railroads 


Investments in 
Corporation 

23,885 

Interest due and accrued 

Banking Houses 

Other Real Estate 

Other 
Total 


Savings Banks Trust 


There is due 1,458 
Taxes Accrued 
Other Liabilities 
Reserve for Depreciation Stocks and Bonds 
Reserve for Unpaid Interest 


“Xmas’’ Club Depositors 


Reserve for Unpaid Taxes on Mortgaged Property 
Deferred Reserve Account—Other Real Estate Sales 
Which leaves a surplus at investment value of 

to protect depositors against any possible loss. 


GE Geblbedt Districts... .ccccccvcvevcseces 
a See ee 


First Mortgages on Real Estate in Kings and Queens Counties 


EE, We 6 S86 0.8060 2:0 6.4.90 08d SENSO 
PRVORCINOIER 2 v6 0:0:0.0:0.04,0'6ee woe sss 0% 
There is due 163,813 depositors............. 


ec vescccseess $222,407,387.08 


banks and trust companies, 


$7,421,464.16 
$65,850,546.79 
16,550,809.83 
17,564,021.94 
1,889,102.59 
403,466.40 
1,070, 620.06 
323,093.06 


2,324,321.46 105,975, 982.13 


Co. & Institutional Securities 


1,730,400.00 
130,886,971.00 
2,740, 283,74 
6,300,000.00 
7,441,960.00 
1,105,528.41 


$263, 602,589.44 


6,811.65 
265,940.65 
106,170.09 

2,000,000.00 
900,000.00 
1,300,000.00 


32,706.44 $227,019,015.91 


$36,583,573.53 


FOUNDED 1851 


inflation will develop in this country 


in 1937. Inflations develop when there 
is a shortage of goods along with an 
excess of money. They develop in 
countries having excessive stocks of 
money when business booms get under 
way and expanding industry begins in 
various lines to approach capacity out- 
puts. Then buyers compete for the 
goods and prices mount. 

Inflations do not develop during de- 
pressions even if the money supply is 
over-large, for then the money circulates 
slowly and the excess productive ca- 
pacity of industry supplies competing 
offers of goods to meet each demand. 
We may feel sure that inflation will not 
develop here in 1937 because despite 
all the recovery we have made we are 
still in the depression. 

Interest rates may confidently be ex- 
pected to remain low next year. They 
are under the control of the Federal 
Reserve System and the Treasury, and 
it is essential to the carrying forward 
of the policies of the Administration to 
have continuing low interest. The corol- 


lary of this condition is that bond prices 
will remain high. Stock prices also 
will almost surely be high, and prob- 
ably they will advance further than 
they have so far. Stock prices may be 
expected to continue their advancing 
trend as long as the ownership of stocks 
is more attractive than the ownership 
of money. 


A Look Ahead 


Probably it would be of little value 
to attempt to forecast in greater detail 
the business developments that seem 
likely to take shape next year. More 
important questions are those relating 
to the general conditions under which 
business will be done next year and in 
future years under a system of man- 
aged economics. A general answer to 
those questions may be derived from 
the apparent fact that the American 
people truly believe that their Govern- 
ment has discovered a method for over- 
coming depressions, and for creating 
prosperity. 
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Since it seems to be literally true that 
most of our people sincerely believe 
that the Government has found out how 
to do these things it follows that they 
are quite justified in demanding that 
the authorities at Washington should 
do them now, and what is more im- 
portant, that they should continue to 
do them in the future. What this really 
means is that by the logic of events our 
national Government stands committed 
to maintain continuous prosperity. 

This obligation to create and main- 
tain ‘continuous prosperity is a logical 
result of the developments of this 
period. The fact is that during the 
depression years the national Govern- 
ment has intervened in the shaping of 
fundamental economic conditions to an 
extent never before approached in our 
history. Now we are emerging from 
the depression, and the people have en- 
dorsed by sweeping majorities the acts 
and policies of the Administration. The 
significance of the election is unmistak- 
ably clear. It is an enthusiastic endorse- 
ment of managed economics. 

It is an endorsement of recovery, of 
more employment, of higher wages, of 
improved conditions for farmers, of 
home loans, of the bonus for veterans, 
of relief for the unemployed, and of 
low interest rates. It is a protest against 
the depression, and an expression of 
simple faith not only that depressions 
can be overcome, but that by govern- 
mental management they can _ be 
avoided. It is a whole-hearted support 
that can be expected to last for the 
duration of prosperity. 

Continuing prosperity involves steady 
credit expansion, which means constant 
increases in spending, and that may be 
expected to result in part from the 
natural forces of recovery, and in part 
from further large Federal expendi- 
tures. But if prosperity develops into 
a business boom it is doomed to be fol- 
lowed by another depression and that 
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is something that cannot be tolerated in 
a democracy after the Government has 
established a system of managed eco- 
nomics. 

The prospect that the future holds 
for American business appears to be 
one characterized by governmental 
stimulation and repression, reward and 
penalty, opportunity and restraint. It 
promises to be a future shaped by the 
struggles of the managers of our official 
economics to maintain the continuing 
prosperity to which they are committed, 
while striving to avoid the boom which 
would precipitate the new depression 
that cannot be tolerated. 


© 


THE IMPORTANCE OF FIRST 
IMPRESSIONS 


SoME time ago I happened to be call- 
ing upon one of our country corre- 
spondent banks where I ran across the 
Federal examiner who was completing 
his periodic examination of the institu- 
tion. During our brief visit I suggested 
how clean the bank looked, as it ap- 
peared to be very well kept both inside 
and out, and he replied that the assets 
were just as clean as the building itself. 
He stated that the atmosphere of an 
institution usually reflects either good 
or bad management. The manner in 
which one is received when entering a 
bank always makes an impression that 
is lasting. Perhaps we delay in greet- 
ing a customer because we are engaged 
in some detail or rather unimportant 
matter that could wait. Would it not 
be much better to acknowledge his 
presence and excuse ourselves just a 
moment until we complete whatever task 
we have in hand? This acknowledg- 
ment brings goodwill and makes the 
customer feel that he is genuinely ap- 
preciated.—E. N. Van Horne, president, 


Continental National Bank, Lincoln, 
Nebr. 





BANK DEPOSIT CURRENCY 


By A. V. BARBER 


[Condensed from “The Banker” (London) | 


ARLY last century, Fullarton, pro- 
tagonist of what was known in his 
day as the Banking School, is 

quoted by Thomas Tooke in his “His- 
tory of Prices” to the following effect: 
“It is not so much by convertibility into 
gold as by the regularity of the reflux 
that in the ordinary course of things 
any redundance of the bank note issue 
is rendered impossible.” The particu- 
lar reflux to which Fullarton was re- 
ferring was that of notes convertible 
into gold. According to his school of 
thought safety in the issue of convertible 
paper was inherent in its convertibility. 
This view finds many adherents in our 
own times. 

But it was the Currency School, rep- 
resenting the opposite standpoint, which 
won the day, and its success was sig- 
nalized by the passing of the Bank 
Charter Act of 1844, with its restric- 
tionist provisions. The fiduciary issue 
of notes authorized by the Bank Charter 
Act was £14 million. Subsequent in- 
creases were allowed from time to time 
and in November, 1928, it stood at 
£1984 million before the bank took over 
from the treasury the liability of cur- 
rency notes. It was then raised to 
£260 million, at which figure it now 
stands. 


100 Per Cent. Reserves 


No better instance in support of the 
Currency School theory could be found 
than that supplied by Professor Irving 
Fisher, who, in an article which ap- 
peared in the October number of THE 
Bankers Macazine (U.S.A.), calls for 
100 per cent. money, by which he means 
that bank deposits should have 100 per 
cent. gold backing. In his view there 
should be no fiduciary basis for bank- 
ing credit. He is thus applying such 
rigid principles to credit and covering 
the wider area which embraces bank 


money, without supplying any correc- 
tive for restriction such as the check 
system itself provided when such prin- 
ciples were applied exclusively to legal 
tender in this country ninety years ago. 
Paradoxically, in advocating what is 
nothing more than ruthless deflation, 
he deprecates a money famine. 

Such a theory, emanating from so 
influential a source, is sufficiently star- 
tling in the United States. It would 
be the more so in a country into the 
economic fabric of which the banking 
system is so closely woven as it is here. 
To demonstrate in detail in the pages 
of The Banker the objections to a theory 
which, when its logical implications 
are developed to the full, cuts at the 
whole root of the banking principle, 
should not be necessary. It asks noth- 
ing more of the banker than that he 
should act as a cloak-room attendant for 
valuables, including legal tender. As 
a result, the community dispensing with 
banking machinery to which the civil- 
ized world has become accustomed 
would be starved of its necessary sup- 
plies of means of payment, unless gov- 
ernment authorities stepped in and pro- 
vided unchartered increases in the vol- 
ume of fiduciary legal tender, to take 
the place of the self-liquidating means 
of payment that it had lost by the sup- 
pression of bank credit. No trader 
would be able to operate beyond the 
limits of his own capital and permanent 
borrowing, and the savings of the in- 
dividual could neither be made readily 
available for use nor circulated other 
than at high custody and transport cost. 
A chapter would be closed of which the 
first page was opened when modern de- 
posit banking came into being, or when 
the first depositor entrusted his savings 
to a reputable house and received a 
recognition of a debt to himself, repay- 
able at call, in exchange. 


143 





144. THE BANKERS MAGAZINE 


The adoption of Professor Irving 
Fisher’s 100 per cent. theory would 
mean not only a reduction of bank de- 
posits to the level of the cash base, but 
of deposit currency to a point deter- 
mined by a further deduction from it of 
the volume from time to time of the in- 
active type of deposits. The only pos- 
sible correction to meet currency needs, 
failing sufficient compensation by means 
of velocity, would be vastly inflationary 
increases in legal tender. 

Can a world-famous economist have 
considered fully the implications of 
proposing to thrust us back upon long- 
discarded and cruder courses which 
have been modified so successfully by 
civilized communities, through omis- 
sion to recognize first, the limited and 
ever-varying significance as currency 
of the sum total of bank deposits, and 
secondly the peculiar value of an ad- 
justable self-liquidating adjunct to legal 
tender which the check system as we 
know it supplies? 
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“WE MUST DESTROY WAR OR WAR 
WILL DESTROY US” 


Why should statesmen, looking only to 
the past, insist that war is inevitable? 
If history shows that wars have been 
frequent, it likewise shows that enlight- 
ened statesmanship could have _pre- 
vented most of them. War is not an 
act of God but a crime of man. War 
is something that is provoked by evil 
passions. Hate, fear greed, vainglory, 
the lust for power; these are the pro- 
genitors of war. 

If peoples tolerated war in the past, 
it has become impossible for them to do 
so any longer. For the instruments of 
destruction which have been invented 
are now so devastating in their effects 
that compromise with them is no longer 
possible. To attempt to humanize war 
is to attempt the impossible. We must 
destroy war or war will destroy us. 
I do not believe that peoples will pas- 
sively accept the conclusion that be- 
cause men since time immemorial have 
died on battle fields, they have no 


choice but to continue to die on battle 
fields in the future. 

The free peoples of the world have 
come to reject the theory that war is 
natural and inevitable. They are no 
longer thrilled by the panoply of the 
militarists, nor are they carried away 
by the hysteria of propaganda for war. 
They know that the love of power is a 
thing of evil. They would cry “Halt!” 
to any who, through love of power, 
would break the peace. Glory is not 
to be achieved by the march of armies 
and the death of men. 


Those who sit in the masters’ seats 
and shape the destinies of other men are 
under the most imperative of mandates 
to leave no course which may avoid 
war unexplored. The real patriots and 
the real heroes of the future wiil be the 
leaders who find and follow the road 
to peace.—Cordell Hull. 
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DANGERS OF THE COMING BOOM 


THERE are many indications that we 
are now entering a period of economic 
expansion which may culminate in an- 
other boom. It seems a little incongru- 
ous, in view of our worries for the past 
six or seven years, to be bothering 
our heads about a boom, but neverthe- 
less in our lines of business a boom 
presents problems as complex and as 
serious as those of a depression. In 
periods of inflated prosperity the aver- 
age American becomes a gambler and 
is no longer satisfied with insurance as a 
means of attaining financial security. 
In such a period he thinks of himself 
as a Napoleon of finance, and by as- 
suming unsound risks he hopes to ac- 
quire great wealth quickly. On the 
other hand at the onset of the panic 
which results from the boom, he loses 
his faith, and he demands cash on his 
life insurance policy and cash for his 
savings account. He is no longer satis- 
fied with the instruments of credit; he 
thinks only of biting the coin.—Tom K. 
Smith, president, American Bankers 
Association. 
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INVESTMENT AND FINANCE | 


Edited by Oscar Lasdon 


“Mr. Public’ Turns to Investment 


By Ro.anp S. Feicus 


OR many years the technique of 

successful speculating was referred 

to as a distinct science. Many in- 
dividuals had accumulated large for- 
tunes as a result of successful specu- 
lation, and although some of them ac- 
quired their wealth by the process 
known as “drifting with the tide,” most 
of them were successful as a result of 
their use of scientific methods. 

The type of speculator to whom I 
am referring can be characterized as 
the man who has no connection with 
any particular corporation in which he 
invests. He is termed “Mr. Public’; 
he has a surplus of funds which he 
either accumulated over a period of 
years by saving, or made in profitable 
business ventures; and he is seeking the 
type of investment which would assure 
him of liquidity, a moderate return 
upon his capital, and favorable pros- 
pects for enhancement of capital over 
a reasonable period of time. 

Previous to 1934, Mr. Public used 
very unusual methods in attempting to 
employ his capital in what would be 
termed “profitable investment.” He 
would hear of some company that was 
reflecting an improvement in earnings 
and then seek some statistical data 
which, though factual, still related to 
past performances. Then he would 
superficially peruse other information, 
not very pertinent to the company, and 
within a short period of time—prob- 
ably half an hour—he would come to a 
decision regarding its merits and make 
-his purchase. In most cases Mr. Pub- 
lic felt satisfied that he had made a 
proper investigation of the company 
before deciding to become a_ stock- 
holder. 

Of course, there were periods in the 
past, especially during our speculative 
‘“boom times,” when Mr. Public had 


neither time nor inclination to make 
his perfunctory examination of the 
company’s affairs, since prices were 
moving up too quickly; it was only 
necessary to take the word of “Mr. X” 
in order to be assured that he was mak- 
ing a profitable purchase. 


Have Conditions Changed? 


During the past two years, especially 
since the inauguration of the Securities 
and Exchange Commission, conditions 
seem to have changed. Everywhere 
we hear Mr. Public state that profit- 
able speculation has become very 
difficult, particularly since pool opera- 
tions have been eliminated, margin re- 
quirements have been raised, and 
stricter supervision over the security 
markets has taken place. Mr. Public 
is indicating that our speculative mar- 
kets have become investment markets, 
and that one must make a careful study 
of a company’s affairs, in addition to 
possessing an understanding of business 
fundamentals, economic cycles, mone- 
tary conditions, and international po- 
litical trends. This is not only confus- 
ing, he emphatically states, but also 
requires specialized knowledge. Accord- 
ingly, Mr. Public turns to the invest- 
ment counsel department of his bank- 
ers, or the statistical department of his 
broker, or to the private investment 
counsellor, in order to obtain advice, 
as he would turn toward his doctor if 
he were ill, or his lawyer if he required 
a legal opinion. 

The awakening of Mr. Public was 
unquestionably due to the Congressional 
investigation on stock speculation, which 
disclosed many abuses, and later, the 
advent of the National Securities Act 
and the establishment of the Securities 
and Exchange Commission. What really 
convinced Mr. Public that the character 
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of the market was changing into one 
of investment quality was the difficulty 
he was experiencing in effecting profit- 
able transactions. The market seemed to 
be advancing generally, but, on closer 
observation, it was really selective. 
Prices did not gyrate as in days of old, 
even on good news. And even though 
many companies reported excellent 
earnings, this was not immediately re- 
flected marketwise. Mr. Public was 
becoming acquainted with a new virtue 
—patience, and he had heard in the 
past that where patience was necessary 
in the purchase of a security, it was 
termed “investment.” And so today we 
hear in speculative circles that the char- 
acter of the market has changed and 
that we are entering an “investment 
market.” 

Those of us who have delved into 
the analytical phase of investments 
know this to be a fallacy, for the char- 
acter of the investment market has not 
changed; neither has the science of in- 
vesting. But in the case of speculative 
technique a number of changes in es- 
sential details have occurred. It is 


possible that Mr. Public is beginning 
to give greater recognition to the fact 
that the problems of investment have 


many ramifications—that successful, 
profitable investment requires analytical 
study, experienced interpretation, and 
constant application. Conditions may 
have changed, but the fundamental prin- 
ciples of investment and their scientific 
application have remained unaltered. 
Those who assert that we are going to 
have an investment market are only ad- 
mitting their failure to recognize it pre- 
viously, and to have availed themselves 
of the benefits of such investment prin- 
ciples as have always existed. 

There is one phase of speculating that 
many have changed during the last 
vear, and this, I believe, relates to the 
technical side of the market. Technical 
students of the market are interested in 
the upward and downward trends of 
prices which are caused by an over- 
demand or an over-supply of stock. 
This deals with the natural law of sup- 
ply and demand. Most technical stu- 
dents make use of charts in order 
to record graphically the fluctuations 


of prices of individual stocks or of 
a general average of prices. Chart 
students have formulated certain the- 
ories which are based upon experience 
acquired during the process of record- 
ing the daily, weekly, and monthly 
movement of high, low and closing 
prices. 

Over a period of years it was ob- 
served that certain patterns and forma- 
tions usually preceded a definite move- 
ment of prices. In addition, it was 
noted that over a number of years these 
movements were similar in character, 
thereby eventually leading to the belief 
that definite theories could be evolved 
upon which the prognostication of price 
trends could be based. There have been 
several keen students who were fairly 
successful in their technical interpreta- 
tion of charts prior to 1934. They 
state that their success can be attributed 
to the absence of artificial influences 
which tend to restrict the natural move- 
ment of prices, or rather, the technical 
swings. These students had learned to 
read types of formations which were 
followed by specific movements, but 
during the time that they acquired their 
experience, pool operations were in ex- 
istence, trading was unrestricted, and 
prices moved in accordance with, and 
governed by, the emotions of an un- 
controlled public. 


During the past two years several 
developments have taken place that have 
restricted the natural technical move- 
ment of prices and have created tem- 
porary artificial situations that have in- 
terfered with the natural laws of supply 
and demand in price movements. Of 
these, the most important have been the 
raising of margin requirements by the 
Federal Reserve Board above the Stock 
Exchange requirements, the Federal 
laws governing marginal trading, and 
the Capital Gains Tax Act. While both 
of these have been beneficial to the 
speculator who makes marginal pur- 
chases and also the investor (inasmuch 
as the first tended to reduce pyramid- 
ing, while the second helped the in- 
vestor to acquire large profits where 
ordinarily he would have accepted a 
moderate profit), they have caused 
astute technical students to change cer- 
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tain theories which they previously em- 
ployed in interpreting the technical 
movement of prices. 

The Capital Gains Tax, which placed 
a large penalty upon the stockholder 
who accepted large profits, thereby re- 
stricted him to the “purchase” side of 
the market. This tended to reduce the 
supply of stock and developed, tech- 
nically, an artificial situation. In ob- 
serving the charts, technical students 
found that at the conclusion of a buying 
period which was indicated by large or 
greatly increased volume, the expected 
normal reaction in the form of profit 
taking did not develop. This became 
more evident as the market continued to 
advance, and finally necessitated the ad- 
justment of technical theories to con- 
form to present market conditions. I 
mention this situation for the reason 
that during the past two years 
many speculators have become “chart- 
minded,” and have embraced the the- 
ories that are being taught by many 
new schools of chart-reading that have 
been formed since 1932. Today, Mr. 
Public is turning to chart-reading with 
fervor, which is more than can be said 
of the manner in which he referred to 
his statistical reference books several 
years ago. 

To judge the technical movements 
of the market, one must be a real 
student, with years of experience as a 
background, in order to meet with any 
fair degree of success. If Mr. Public 
obtains any satisfaction from attempt- 
ing to forecast market trends with this 
new fad of chart-reading that many are 
today following, he should confine him- 
self for at least one year to theoretical 
application; otherwise I do not doubt 
that an attempt to prognosticate with 
practical application will prove finan- 
cially expensive after a short period of 
time. 

It is possible that Mr. Public will 
not find it convenient to seek investment 
counsel, or, perhaps, he possesses a 
natural disinclination to seek advice un- 
less forced to. Many people avoid 
going to a physician when they are ill; 
they attempt to determine the cause of 
their own illness by a self-analysis. 
Usually their failure to improve com- 
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pels them to finally seek medical ad- 
vice, and sometimes it is too late. In 
order to assist Mr. Public in compre- 
hending some of the principles involved 
in making a choice of the proper in- 
vestment, I shall outline a few im- 
portant factors that should be remem- 


bered: 


The economic cycle, which normally 
covers a period of eight years, can be 
divided into six phases or different 
classifications through which the life 
of an industry passes. Beginning with 
the “depression,” they follow in se- 
quence with recovery, normal prosper- 
ity, “boom” (inflated credit), decline, 
collapse, and again depression. First, 
the investor should determine what 
stage in the cycle we have reached. In 
analyzing our present economic cycle, 
the conclusion to be drawn would be 
that we emerged from the depression 
area approximately two years ago, and 
at present are completing our recovery 
period. Therefore, attention should be 
focussed upon the two periods that 
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lie ahead, namely, the “normal pros- 
perity” and “boom” areas. 

Consideration should then be given 
to industries with regard to their se- 
quence of revival, according to the 
phases of the cycle. These can be 
placed in three group classifications: 
The first to revive are “consumer” in- 
dustries—necessities—food, tobacco, etc. 
The second group reflects industries that 
become stimulated as we enter the re- 
covery area, such as merchandising— 
semi-necessities—automobiles, utilities 
—all broader profit margin industries. 
The last stage of revival we find pre- 
dominated by the capital goods and 
luxury industries, particularly the 
steels, heavy machinery, _ building, 
amusements—all in the widely fluctuat- 
ing profit group; these groups of in- 
dustries being identified with the “pros- 
perity” and “boom” areas. 

New or young industries are impor- 
tant to watch and follow. In the 1921- 
29 cycle, industries which progressed 
more rapidly than others and in which 
enormous gains were registered were 
automobiles, electrical equipment, radio, 
rayon, mail order, office equipment, and 
motion pictures. 

During the present cycle of recovery 

-1932-19 , several industries sug- 
gest similar possibilities such as existed 
in the 1921-29 cycle. These include 
aircraft, Diesel engines, bus manufac- 
turing and transportation, refrigeration, 
air conditioning, pre-fabricated hous- 
ing, and television (if developed for 
commercial purposes). 

It is well to remember there are cer- 
tain industries that should be avoided: 


1. Those affected by political factors. 


2. Those 
taxes. 

3. Those profiting by armament con- 
struction (a successful peace conference 
leading to cessation of armament mak- 
ing would violently affect such indus- 
tries). 

4. Those that may be affected by 
tariffs, export quotas, etc. 


Mr. Public may ask “What would 
be the model industry to select for 
profitable investment? Logically, one 
that would be in the stage of infancy or 


subject to extraordinary 
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slightly advanced; possessing extraordi- 
nary promise, which includes an essen- 
tial demand for its products; which 
benefits the working and middle classes 
—possibly a _ semi-luxury _ product. 
Present production should be at a low 
rate but geared for large capacity— 
present consumption should be small, 
but potential demand should exist which 
would indicate development on a tre- 
mendous scale. In this industry, the 
type of company chosen should possess 
a strong financial structure; highly 
geared, which could give to the com- 
mon shares a large earnings lever- 
age (this is indicated by a small num- 
ber of outstanding common shares and 
large prior fixed charges); present 
earnings should be small, but beginning 
to rise, with larger profit margin pros- 
pects; the plant should possess high 
operating capacity and equipment 
should be up-to-date; present produc- 
tion operations should be low, but ris- 
ing; labor costs should be steady, and 
rise very slowly while sales are register- 
ing substantial gains; raw material 
costs should not be subject to violent 
fluctuations; there should be a possibil- 
ity of price advances being absorbed by 
a compensating price rise of products; 
management should be considered capa- 
ble, efficient and progressive; the stock 
should be selling at a price which would 
be equal to eight to ten times earnings; 
if dividends have not recently been es- 
tablished, prospects should be indicated 
for the immediate future. 

A selection of this type of company 
for investment, if made during the re- 
covery phase of the cycle, should prove 
profitable to a patient investor. 

The educating of Mr. Public as to the 
proper form of investing is the aim of 
all of us who are interested in the 
brokerage, investment, and banking 
business. “Mr. Public”—the gradual 
process of adjusting your own emo- 
tional impulses to rational reasoning; 
the subordination of your desire for 
quick profits to that of gradual accumu- 
lation; and the controlling of your in- 
stincts for radical speculation by guid- 
ing you along the narrow path of sound 
investment principles is the consistent 
aim of your Investment Counsellor. 





FINANCIAL SITUATION ABROAD 
A Monthly Survey 


The General Situation 


HE European war being fought on 

Spanish soil continues, with no 

positive advantage to either side. 
England and France have tried to con- 
fine the conflict to the two factions in 
Spain, but have not been notably suc- 
cessful in keeping other combatants out, 
although the nations intervening have 
made strong professions of their neu- 
trality. Although an armament race is 
now in furious progress among several 
of the leading European powers, it is 
not generally believed that a general 
engagement will take place during the 
present year, but the hope for the con- 
tinuance of peace through 1938 is less 
assured. But in the Western Hemi- 
sphere, where there seems no prospect, 
either at an early or remote date of 
war, the benefits of this peaceful out- 
look are becoming plain. Mexico is so 
prosperous as to enable the country to 
arrange for the resumption of its for- 
eign debt service, while the Argentine, 
largely because of a big wheat crop at 
a time of high world prices for that 
grain, is experiencing an exceptional 
degree of prosperity. As indicating a 
better situation among the Latin-Amer- 
ican countries, their securities, even 
though in default in several cases, have 
lately shown substantial gains in price. 
In Germany the situation is not good, 
the immediate welfare of the people 
being subordinated to war preparations. 


France is still wrestling with her labor 
troubles and budget difficulties. In 
Holland, Switzerland and the Scandi: 
navian countries progress is being made 
along sound and safe lines. 


Great Britain 


From the Westminster Bank Review it 
is learned that last year the number of 
registered men and women out of work 
declined by 295,000, and that 3,384,000 
workers have had increases in their 
wages to an aggregate of £20,000,000. 
Industrial production as a whole is re- 
ported as running at a record level. 

For the eleven months of 1936 the 
visible adverse balance of trade—excess 
of imports over exports—was £311,295,- 
362, or higher by £68,598,035 than at 
the same time in 1935. 

It is not without significance that an 
excess of imports is now reported as an 
“adverse balance of trade,” for before 
Great Britain became a_ protectionist 
country such excess was not generally 
considered in that light, but as repre- 
senting the large volume of goods the 
country was able to command by its 
own production, the returns on foreign 
investments and the services performed 
for other lands. 

While, according to the Monthly Re- 
view of Lloyds Bank Limited, there has 
been a rise in wholesale prices and some 
increase in the cost of living, this is 
considered as mainly seasonal, and not 
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indicative that the country has entered 
upon a cycle of dangerously rising 
prices, wages and costs. 

According to the Board of Trade 
Index of Production, the figure stood 
at 121.7 for the September quarter of 
1936, against 110.7 for the correspond- 
ing quarter in 1935. 

New Capital offered publicly to in- 
vestors, as shown by The Economist, 
rose from £169 millions in 1934 to 
£236.1 million in 1935, advanced to 
£255.7 million in 1936. This latter 
figure is two and one-half times as large 
as the total for 1931, the worst year of 
the depression, but is little more than 
two-thirds that of 1928, the best pre- 
depression year. 


Italy 


READJUSTMENT of the lira, reduction or 
removal of import duties, and the 
loosening of exchange control, are op- 
erating to improve the country’s foreign 
trade. An agreement recently concluded 
with Great Britain regarding the interest 
of the two countries in the Mediterra- 
nean has lessened the political tension 
heretofore existing. 


France 


THE budget for 1937, as finally passed, 
represents a deficit of 4366 millions of 
francs; but as this includes only the 
ordinary budget, it will be increased 
by loans for public works and defense, 
and to provide for the deficit of the 
railways, etc. Foreign trade has re- 
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cently shown an improvement, the gain 
being largely in imports, which in- 
creased because of the fear of a rise in 
prices in foreign markets. An effort to 
induce hoarders of gold to exchange 
their holdings of the metal for the new 
three-year debentures is being made, the 
success of which is not as yet altogether 
certain. 


Germany 


OwInc to a shortage of certain classes 
of food, it has been found necessary to 
ration their consumption, but instead 
of using “food cards,” the more euphe- 
mistic term of “customers” lists” is be- 
ing employed. 

To meet a loan maturing the first of 
the present month, a new issue of 200 
million reichsmarks was authorized. 
This was, in effect, the conversion of a 
loan of 150 million, both the old and 
the new issues carrying 44% per cent. 
The price of the new loan to cash sub- 
scribers was 9714. 


Japan 


THE great expansion in expenditure 
has not, according to The Oriental 


Economist, resulted in inflation. Com- 
paring prices at the end of February, 
1933, and at the end of the same month 
in 1936, it shows that the rate of ap- 
preciation was 61.6 per cent. in the 
United States, 22:5 per cent. in Great 
Britain, and only 20.5 per cent. in 
Japan. While stating that the fact that 
Japan is not a victim of harmful in- 
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flationary evils could be attested from 
other sources, “the mere fact that com- 
modity prices have not risen violently 
should suffice.” 

The joint Japan-Manchoukuo Eco- 
nomic Commission have approved the 
plan for organizing the Industrial Bank 
of Manchoukuo, with a capital of 30,- 
000,000 yuan, and to engage in mak- 
ing long-term advances to industrial 
enterprises at low rates, and to transact 
general banking. 


Turkey 


THE United States dollar has been 
designated as second currency of pay- 
ment of the 714 per cent. 1933 bonds, 
the dollar being valued at 15.075 French 
francs. At the close of each half-yearly 
period either francs or dollars will be 
designated as the currency in which 
payments are to be made, the dollar 
being fixed as the currency for pay- 
ments due May 25, 1937. 

Reduced imports and increased ex- 
ports have brought about, in 1936, a 
far more favorable trade balance, as 
compared with the previous year. 


The Netherlands 


CoMMENTING on the state budget Incasso 
Bank (Amsterdam) states in its quar- 
terly review for December that before 
the commencement of the crisis the an- 
nual surpluses on the ordinary service 
in the years 1925 up to and inclusive 
of 1930 ranged between FI. 27 million 
and Fl. 75 million. Since then there 


have been deficits, which in the years 
1931 up to and inclusive of 1935 
totaled Fl. 255 million. The year 1936 
made a better impression inasmuch as 
the deficit did not exceed Fl. 45 million, 
whereas for the previous fiscal year it 
amounted to Fl. 70 million. The deficit 
for the new fiscal year is estimated at 
Fl. 4734 million. 


Jugoslavia 


Goop harvests and an increase in em- 
ployment are responsible for a more 
favorable outlook in the kingdom. 

A recent report shows a marked in- 
crease in the reserves in the National 
Bank. These reserves no longer con- 
sist in part of foreign bills, but are of 
gold, either in the bank’s vaults or 
abroad for its account. 


Sweden 


As reported by The Index, published 
by Svenska Handelsbanken, Stockholm, 
the superabundance of liquid funds is 
greater than ever. Wholesale prices, 
which began to rise in May, continued 
to advance, the rise affecting both raw 
materials and other producers’ goods. 
Foreign trade for 1936 is well above 
the level of 1935. 


Poland 


In this country prices are rising, indus- 
try is showing an upward trend, and 
bank deposits are increasing. 





The International Currency Game 


WarFarE is legalized murder between 
the combatants. Devaluation or cur- 
rency depreciation is legalized robbery 
of money, wealth and savings under 
post-war conditions of morality, partly 
due to inability or fear of governments 
to put the internal economy of their 
countries in order, but sometimes 
forced on a country by actions of other 
countries. 


Some people think that the common 
devaluation policy of countries will 
bring to the world an era of great eco- 
nomic prosperity. The writer takes a 
different long-term view, namely, that 
devaluation will feed the two great 
demons of the modern world, fascism 
and communism. The true purpose of 


money is to be an acceptable exchange 
medium for goods and services and not 
a devourer of capital and savings. De- 
valuation inevitably makes some people 
richer but many people poorer. 


The cycle in near future years is 
likely to be rising commodity prices, 
increasing wages, increasing percent- 
age of consumers with diminishing pur- 
chasing power and then, at a certain 


point, a great world-wide commercial. 


collapse. 


Taking a long view and all the fac- 
tors into consideration, one has an in- 
stinctive feeling that successive reduc- 
tions in the gold content of currencies, 
and cheap money policies of govern- 
ments, will eventually bring modern 
civilization to ruin. There is a very 
old saying that you cannot get some- 
thing out of nothing, and that is what 
devaluation proposes to do. A time 
may come when forced public loans at 
1 per cent. interest may be the practice, 
and capital levies to reduce public 
debt may reoccur at intervals. Finan- 
cial jugglery of currency units based 
on gold will never restore prolonged 
and sound economic prosperity. Such 
jugglery is the surest killer of democ- 
racies and breeder of the extremes, 
fascism and communism. No one can 
complain of the continuous bartering 
between capital and labor. Without it 
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there could not be an equitable divi- 
sion of the fruits of both due to new 
inventions and increasing efficiency, 
But to destroy what has been created 
is a backward step of civilization. 

The next twenty years is likeiy to 
be a very interesting period, and, sub- 
ject to no great wars taking place, it 
will prove a testing time of financial 
jugglery by nations. It will prove 
whether the money factor or the eco- 
nomic factor is the strongest, and 
whether unsound finance must in- 
evitably destroy democratic govern- 
ment. Economic equilibrium within 
countries is quite as important as equi- 
librium between nations as separate 
units for economic prosperity and for 
progressive general improvement of 
social conditions—A. H. Gibson, in 
London Bankers Magazine. 


@ 
INTERNATIONAL BANKING NOTES 


Miptanp BANK LIMITED (LONDON) .— 
After making full provision for bad and 
doubtful debts, net profits for 1936 
were £2,467,894, to which was to be 
added the sum of £467,447 brought for- 
ward. After making various provisions, 
there was carried forward £547,084. 


BrITISH OvERSEAS BANK LIMITED (LON- 
pon).—Net profit for the year ending 
October 31, £62,376 9s. 7d., to which 
was added from last account £66,770 
ls. 6d. Ater the payment of a dividend 
at the rate of 6 per cent., £69,146 was 
carried forward. 


BarcLays BANK, DOMINION, COLONIAL 
AND Overseas (LonpON).—The board 
of Barclays Bank recommended final 
dividends for the year ended Septem- 
ber 30, 1936, at the rate of 8 per cent. 
per annum on the cumulative prefer- 
ence shares, and at the rate of 6 per 
cent. per annum on the “A” and “B’ 
shares, making, with the interim divi- 
dend paid in June last 5% per cent. for 
the year upon the “A” and “B” shares. 
Income tax at the rate of 4s. 5d. in the 
£ is to be deducted in all cases. 
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WituiaMs Deacon’s BANK LIMITED.— 
The directors have declared a dividend 
for the half-year at the rate of 121% 
per cent. per annum (less income tax) 
upon the “A” shares and upon the “B” 
shares. 

The net profits for the year to Decem- 
ber 31, 1936, after rebate of interest on 
bills current, expenses (including con- 
tributions of £45,000 to staff pension 
and widows’ and orphans’ funds), and 
an appropriation to the credit of con- 
tingencies accounts out of which pro- 
vision for all bad and doubtful debts 
has been made, amount to £293,636. 
The balance brought forward from last 
year was £72,784; total £366,420. The 
full year’s dividend absorbs £234,375. 
The directors have appropriated to bank 
premises accounts £30,000, carrying 
forward a balance of £102,045. 


WESTMINSTER BANK LIMITED (LON- 
DON).—The net profits for the past 
year, after providing for rebate and in- 
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come tax, and after appropriations to 
the credit of contingency accounts, out 
of which full provision for bad and 
doubtful debts has been made, amounted 
to £1.731,954 19s. 9d. This sum, added 
to £369,848 15s. 9d. brought forward 
from 1935, leaves available the sum of 
£2,101,803 15s. 6d. The dividend of 
9 per cent. paid in August last on the 
£4 shares and 644 per cent on the £1 
shares absorbed £592,433 lls. ld. A 
further dividend of 9 per cent. was de- 
clared in respect of the £4 shares, mak- 
ing 18 per cent. for the year; and a 
further dividend of 644 per cent. on 
the £1 shares, making the maximum of 
12% per cent. for the year. The sum of 
£200,000 was transferred to bank prem- 
ises account and £200,000 to officers’ 
pension fund, leaving a balance of 
£516,936 13s. 4d. to be carried forward. 


Royat BANK oF SCOTLAND.—Announces 
with deep regret the death, on Decem- 
ber 19, of E. F. Davies, foreign delegate. 


Bury the Gold Down Deep 


O they are moving the gold to Ken- 
tucky, to bury it down deep in a 
vault of stone and steel. The vault 

is supposed to be the latest thing in 
gold protection—a fort, full of hidden 
guns, reputedly bombproof, floodable 
by the pressing of a button, sur- 
rounded by a moat, and far from the 
dangerous seacoast. It was built, and 
the gold is being sent there, we are 
told, to protect our enormous gold 
hoard in the event of war. Of the 
country’s gold stock of more than $11.,- 
000,000,000, at least $6,000,000,000, 
apparently, will go to the Kentucky 
fort, $4,000,000,000 will be kept at 
Denver, where a special building was 
erected to house it, and $1,000,000,000 
will be kept at the New York Assay 
Office and the Philadelphia Mint. 

The transaction may embolden the 
curious to ask a few questions. Is the 
physical danger to the country’s gold 
supply really so great that all these 
elaborate preparations had to be made? 
Were there not enough good vaults al- 
teady in the country? And if the 


danger is so great, was this the most 
sagacious way of meeting it? Is it 
really wise for the country to put all 
its golden eggs in one or two baskets 
—especially when foreign governments 
are told precisely where those baskets 
are? For the location of the Kentucky 
fort is not a secret, and the widely pub- 
lished airplane photographs indicate 
that its visibility is excellent. 

It would be rather embarrassing if 
the fort should prove slightly less than 
impregnable, and if—to indulge our- 
selves in a Wellsian fantasy—some for- 
eign foe were to land its entire air 
fleet at this point, remove our gold re- 
serve at one fell swoop, and leave our 
paper money with no gold backing 
whatever. Even if the fort proved really 
bombproof and poison-gas proof, and 
if its defenders had sufficient ammuni- 
tion and food supply to hold out for 
months, another possibility presents 
itself. The fort might be surrounded. 
Then, though the foreign foe could not 
get at the gold, neither could we. It 
would be “sterilized” in a way far more 
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effective than any we could invent our- 
selves. 

Such fears are doubtless academic. 
But one may still ask whether it is not 
better to have the reserves well scat- 
tered in any case. And the Kentucky 
hole-in-the-ground raises some primary 
questions about the whole purpose and 
point of gold reserves. Some monetary 
reformers tell us that private citizens 
should never again be permitted to hold 
any gold, and that we should never, 


The Objectives of 


RITING in the Liberal National 

Magazine (London), A. V. Bar- 

ber, a director of Glyn, Mills & 
Co., deals with the subject of “Exchange 
Control.” From the concluding part of 
Mr. Barber’s two articles the following 
extract is taken: 

The proper objectives of the concert- 
ing powers under the new* agreement 
thus appears to be to determine appro- 
priate and, so far as possible, per- 
manent parities, and to employ the 
machinery for their maintenance by 
means of three courses of action: 


(1) acquisition of gold or its dis- 
posal, including mutual earmarking by 
international agreement; 

(2) purchase and sale of their own 
or each others’ currencies; 

(3) forward purchases and sales of 
their own currencies. 

The object of codperation for ensur- 
ing a measure of international exchange 
stability, viz., the encouragement of in- 
ternational trade, is also the condition 
essential to its success. 

Recently I ventured to define the fac- 
tors which control exchanges as those 
which are capable of “influencing the 
reciprocal demand for purchasing 
power in one currency expressed in 
terms of another.” 

The aim of codperation should be 
not only the suppression, among those 
influences, of the disturbances occa- 


*The currency agreement entered into by 
Great Britain, France and the United 
States, Sept. 26, 1936. 
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never return to the absurdity of actual 
gold coins. “Managed” systems, they 
tell us, conserve the gold supply. That 
they do so has not become particularly 
evident. In any case, in the days when 
citizens could hold gold there was no 
fear that the supply could all be seized 
at once. Nor did citizens fear when 
they went to bed at night that they 
might wake to find their gold coins 
clipped 40 per cent. in the national 
interest.—New York Times. 


Exchange Control 


sioned by panic or speculative move- 
ments, but the steady growth of inter- 
national commerce and the ruthless 
breaking down of barriers that hamper 
it. 

Whether the truth be seized upon by 
common sense, or approached labori- 
ously by close thought upon technical- 
ities such as those with which these 
articles have been concerned, it is evi- 
dent that obstacles in the way of the 
free interchange of goods are detri- 
mental, politically as well as economi- 
cally. 

Ultimately it is the free movement of 
international commerce, and the peace- 
ful development of its resources, that 
should determine once more the re- 
ciprocal demands for the world’s cur- 
rencies. 


© 


qG. Edwin Heming has resigned as 
vice-president and trust officer of the 
First National Bank and Trust Company 
of Freeport, N. Y., to become associated 
with the Merrill Anderson Company of 
New York, an advertising firm. Mr. 
Heming will be engaged in writing, re- 
search and contact work for several of 
the firm’s banking clients. 


q Guaranty Trust Company of New 
York has announced the appointment 
of the following officers in the fiduciary 
departments at its main office: William 
W. Merker, assistant secretary; John R. 
Douglass, assistant trust officer; William 
A. McRitchie, assistant trust officer. 





| your Business Extends 


Vu) ) in CANADA .... there 
is the Bank of Montreal 


< 


Through its network in Canada of more than 
500 branches — each of which is in intimate 
contact with the economic life of the particular 
community it serves — the Bank of Montreal 
provides American banks and trust companies 
with unsurpassed banking service throughout 
the Dominion, as well as with sources of val- 


uable business information. 


BANK OF MONTREAL 


ssets over 


NEW YORK AGENCY: 
CHICAGO OFFICE: - 
SAN FRANCISCO OFFICE: 


Head Office: Montreal 


Established 1817 
< 
64 Wall Street 


27 South La Salle Street 
333 California Street 


Current Conditions in Canada 


HE year 1936 held to its close the 

highly satisfactory record of busi- 

ness expansion which marked its 
early months and was never seriously 
interrupted, and 1937 has opened with 
a maintenance of this improvement, says 
the Monthly Letter of the Bank of 
Montreal dated January 22. With the 
recovery in the price of grain and other 
farm products, all the basic natural in- 
dustries, except the fishing industry 
which is now showing improvement, 
are either restored to health or in 
process of so being, and the enlarge- 
ment of purchasing power which results 
from this improvement contributes to 
the benefit of all manufacturing and 
merchandising enterprise. | Notwith- 
standing a notable gain in employment, 
the unemployment situation remains 
quite serious in many places. A recent 
report of the Canadian Welfare Council 
revealed that an increase of roughly 
50 per cent. in production since the 
depths of the depression had only suf- 
ficed to cut the relief rolls by about 20 


per cent., and that at the end of last 
year there were as many people on 
these rolls as at the end of 1935. 

The prospects in December that 
Christmas trade would be the best in 
years were abundantly fulfilled. That 
heavy Christmas buying did not exhaust 
the purchasing power of the public is 
shown by the fact that retail trade is 
keeping up at a good level and that the 
special sales by many merchants to re- 
duce their stocks have met with a good 
response. The position and outlook of 
the farming community continue to im- 
prove. The export movement of wheat 
has remained brisk, and on January 8 
Canadian wheat in store had declined 
to 109,945,206 bushels as compared 
with 256,298,878 on the corresponding 
date in 1936. The dairymen are bene- 
fiting from the abnormal mildness of 
the winter, as it lowers their feeding 
costs. They continue to find the Amer- 
ican market very useful and, thanks 
largely to it, exports of cheese for De- 
cember amounted to 61,698 cwts., as 
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compared with 20,703 cwts. in Decem- 
ber, 1935. 

The record of the mining industry for 
1936 was one of uninterrupted expan- 
sion, and the value of its total output 
for the year was $360,000,000 as com- 
pared with $312,000,000 in 1935 and 
$310,850,000 in 1929. In the manufac- 
turing field activity is being well main- 
tained, but a number of industries have 
been hesitant about their plans for 1937 
until they discover what their tariff posi- 
tion will be after the changes necessi- 
tated by the revision of the Anglo- 
Canadian trade treaty have been made. 
Satisfactory features are that the heavy 
industries are more than holding their 
own and that the automobile manufac- 
turing industry has not been seriously 
disturbed so far by the strikes in the 
American plants of the General Motors 
Corporation. The packing industry, 
which has derived great benefit from 
the Anglo-Canadian agreement, is faring 
well. The fortunes of the lumber in- 
dustry are also prospering, but the lum- 
bermen who had planned a larger cut 


for this winter are finding their opera- 
tions hampered by weather conditions. 
The improvement of the newsprint in- 
dustry has been such that it may now 
be regarded as emerging from its diffi- 


culties. The construction industry 
picked up substantially in December, 
though operations are still much below 
normal. 

Railway gross earnings in 1936 were 
6.66 per cent. higher than in 1935, and 
both systems improved their net earn- 
ings in the first eleven months of the 
year. Railway equipment programs 
are extending shop employment as well 
as contributing to the activity of other 
industries. 


SATISFACTION is expressed by the Royal 
Bank of Canada in the fact that in the 
twelve months of 1936 the volume of 
Canadian exports was equal to that of 
1929, the highest of the years preceding 
the depression. This record was made 
despite the fact that last year the agri- 
cultural exports were at a relatively 
low level, and the gain came largely 
in the expansion in the production of 
gold, copper, nickel, lead, aluminum 


THE BANKERS MAGAZINE 


and zinc. While the volume of exports 
in 1936 was equal to the 1929 figures, 
the value was only 71 per cent. of the 
1929 exports. The Royal Bank looks 
for an early increase in both the volume 
and value of Canadian agricultural 
exports. 


THE favorable state of the Dominion 
finances was referred to in the address 
of Charles B. Gordon, president of the 
Bank of Montreal, at the recent annual 
general meeting of that institution. He 
said: 

“The state of Dominion government 
finances reflects the change that has re- 
cently come over business and other 
conditions. Total federal receipts for 
the fiscal year to October 31 were nearly 
$268,000,000, an increase of $41,000,- 
000 over the same period of last year, 
the largest single increase being regis- 
tered in income tax collections. Simul- 
taneously, total expenditures were down 
from $280,000,000 to $275,000,000, due 
largely to the reduction in the Canadian 
National Railways deficit and decreased 
relief expenditures. Thus, up to Oc- 
tober 31, the excess of total expendi- 
tures over total revenue is only $7,000,- 
000. If the present rate of revenue 
receipts is maintained, with accompany- 
ing measures of operating economy, 
there is every indication that the deficit 
of the Dominion government for the 
present fiscal year, aside from loans and 
investments which presumably may be 
classed as recoverable, will be reduced 
to a relatively small figure. When we 
consider that during the past six years 
these deficits have averaged over $138,- 
000,000 per year, it is gratifying to note 
that at last there is in sight a balanced 
budget—the goal of every finance min- 
ister and the cornerstone of any pro- 
gram for restoring business confidence 
and the free functioning of private en- 
terprise.” 

In reviewing the progress of the past 
year, Mr. Gordon named the following 
as outstanding features of the change: 
Recovery in agriculture; extraordinary 
activity in mining; record in newsprint 
production; increase in the tourist trade, 
and a striking expansion in export 
trade. 


















Public Relations Practice 


ADVERTISING AND PUBLIC RELATIONS 
Edited by Malcolm Davis 


By Ray A. Ite 


Vice-President, National Shawmut Bank of Boston 


Here is a clear exposition of the philosophy that lies in back of all good bank public 


relations—and the result of that philosophy concretely expressed by what one bank is 


doing in the public relations field. 


This article was published in the December number 


of the Executives Service Bulletin, issued by the Policyholders Service Bureau, Metro- 


politan Life Insurance Company. 


Worthy of widespread publicity, we take this oppor- 


tunity of presenting it to those of our readers who are interested, directly or indirectly, 


FEW years ago bankers were un- 
pleasantly surprised suddenly to 
discover the extent of popular 
resentment toward the banking business. 
Many of the accusations were without 
foundation; others were far-fetched con- 
clusions based on slight shreds of fact. 
Nevertheless, there was definitely a 
public impression unfavorable to bank- 
ers. 

If we judge the value of public re- 
lations work by its results in terms of 
sympathetic understanding of our busi- 
ness and its problems, it seems clear 
that the banks were partly to blame for 
recent public misunderstanding of their 
purpose and function. It is not un- 
natural that this should be so, because 
the necessity for special public rela- 
tions effort has really only recently been 
recognized by banks as a whole. 

We need not go back very many years 
to find among bankers an_ attitude 
which seemed to say: The bank is here 
and you can’t get along without us. If 
you can find us, come in of your own 
accord. You may state your case, and 
if you can meet our rigid requirements, 
we will see what we can do. As you 
leave, walk quietly lest you disturb our 
solemn deliberations. 

No doubt the bankers’ attitude which 
resulted in leaving some such impres- 
sion with the customer, arose from a 
false idea of “dignity.” Thus many 


bankers felt it was “undignified” to fol- 
low with business generally the com- 
mon road of research, advertising, and 
contact-promoting sales effort. Business 








in the functioning of bank public relations —EpirTor, 


long ago learned that true dignity is 
not merely stiff and starched formality. 
This fact is becoming better understood 
in banking. 

If the bankers actually did not en- 
courage the public to believe that banks 
were superior and dominating organ- 
izations, exercising vast economic pow- 
ers, they, nevertheless, failed to be par- 
ticularly active in checking the spread 
of such beliefs by setting forth the facts. 
With its marble columns, its fine ap- 
pointments, and general air of wealth 
and importance, the atmosphere of a 
bank is usually impressive, and state- 
ments of condition showing hundreds 
of millions of assets similarly impress 
the public with the importance and 
power of banks. 

Nevertheless, when the banks did 
finally follow the lead of business and 
advertise, their efforts were usually con- 
fined to highly conservative statements 
setting forth their name, date of estab- 
lishment, and—of all things to stress— 
their size. The progressive banks of 
today have followed the trend of mod- 
ern thought and, I believe, are obtain- 
ing real results by showing how their 
institutions think and act; in other 
words, they are showing their institu- 
tions at work. 

It has been well said that “banking 
is not the heart of anything.” Wealth- 
creating operations of our economic 
system do not emanate from the banks, 
but from business. But banking, never- 
theless, is highly important under our 
economic system. Without such facil- 
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ities, commerce and industry would be 
crippled severely. Yet the banking 
function is one of service rather than 
of primary creation of wealth. 

Why not tell the public the facts? 
Why not tell it that the last place to 
look for real wealth is in a bank? A 
commercial bank is only a monetary 
mechanism and a diffuser of credit. The 
only true wealth the public will find in 
a bank is the small amount of metal 
found in the coins in the bank’s vaults, 
plus the bank’s real estate, building, 
furniture and fixtures. 

A bank is no more a reservoir of 
tangible wealth than an adding ma- 
chine. Those hundreds of millions of 
assets are largely invested in securities 
and other evidences of indebtedness 
which merely constitute a claim check 
against the tangible property which con- 
stitutes the nation’s real wealth. Even 
the cash is valuable only as it may be 
exchanged either for such property or 
obligations depending for security upon 
an interest in such property. 

Why not tell the public exactly what 
it wants to know about the bank? Ex- 
plain the manner in which banks may 
be useful and helpful. Surely today 
every effort should be made to create a 
public understanding which will tend 
to prevent the public either from ex- 
pecting unreasonable functions from 
the banks or from wrecking the bank- 
ing structure by mass withdrawals of 
deposits in every economic crisis. 

For example, let me briefly review 
our own advertising program of the last 
year and try to point out why and how 
its various ramifications were put into 
effect. 

Like most commercial concerns, we 
have the problem of building good will 
by publicizing our name through insti- 
tutional advertising, and in addition we 
have a number of services, correspond- 
ing to a commercial company’s prod- 
ucts, which we must sell directly to the 
public. Through these various depart- 
mental services, we secure direct profits 
which greatly augment the basic earn- 
ings of loans and investments, especially 
in times such as these when money is 
cheap, and income from loans and in- 
vestments is correspondingly low. 
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This year, for institutional advertis- 
ing, we have relied upon our trademark, 
the Shawmut Indian, which is displayed 
on every advertisement and which rep- 
resents to the people of New England, 
as well as throughout the United States, 
“an emblem of strength, service, and 
loyalty” through continued advertising 
year in and year out. We have also 
been careful that each advertisement, 
regardless of form or character, was 
written and designed in such a manner 
as to be consistent with the strength and 
dignity of this great banking institution. 

What of our income-producing serv- 
ices? In advertising these services we 
have tried to show these departments at 
work. For instance, our trust depart- 
ment advertising was built around the 
actual experience of trust clients of this 
bank. We tried to show the public not 
trust service in theory, but trust service 
in action. This particular series of ad- 
vertisements traced the experiences of 
a client from the time he first came into 
the bank, through the successful com- 
pletion of our service through a trust. 
The advertisements were in a series, al- 
ways using the same main character. 
The trust service was advertised only 
in those newspapers that would reach 
prospects for trusts. 

Another profit-producing division is 
our small loan and time-payment busi- 
ness. Advertising this business was an 
entirely different problem. Where the 
trust advertising was aimed at a selected 
upper-bracket group, the promotion of 
our small loan business was aimed at 


_the general public. 


While our advertising material in 
this latter case was designed with a 
view to dignity, as mentioned before, 
in advertising the small loans our selec- 
tion of media was entirely different. 

In order to reach the public with this 
type of advertising, we turned to the 
high circulation newspapers where we 
used the classified sections and run of 
paper. In order to show our depart- 
ment in action we used specific ex- 
amples where small loans have been 
helpful to families. We also used street- 
car cards and billboards for the same 
purpose. The radio, offering another 
mass circulation outlet, was used. We 
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presented dramatizations over the air 
to show the actual use of our loan plan 
in the solving of family financial prob- 
lems. 

Personal Contacts 


Public relations work, however, does 
not consist merely of printed advertise- 
ments.. A great deal may be accom- 
plished through direct contact by off- 
cers and employes with business and 
with the general public. The bank 
whose officers make frequent contact 
with company executives not only at 
the bank but at the executives’ own 
offices, as well, has taken a big forward 
step. The bank officer making such a 
call has a better opportunity to become 
acquainted with the operations of a 
business and actually places himself in 
a position where he can be a friend as 
well as a business acquaintance. 

Employes also should be qualified to 
attend intelligently to the problems 
which may arise in their daily work. I 
believe that an essential part of any 
program for promoting better public re- 
lations and building business in gen- 
eral is a well-organized and carefully 
planned training program for employes. 
Such a “school” should be conducted 
by heads of departments and officers, 
and the work should be coérdinated so 
as to promote consideration of the bank 
in terms of a complete unit. Thus, the 
functions performed and the relative 
values of the many aspects of bank 
work will become better understood. 

It seems reasonable to suppose that 
any banking organization which is will- 
ing to devote enough attention to the 
problem can find many ways to con- 
tribute to a more healthy relationship 


with the public. 


The Public Relations Department 


The modern public relations depart- 
ment of a bank is responsible for four 
major activities: (1) the cultivation of 
present customers, (2) the gaining of 
new business, (3) the directing of ad- 
~ sth and (4) the control of pub- 
icity. 

The head of the public relations de- 
partment is generally a senior officer 
reporting directly to the president. 
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Thus in the banking field we have 
a set-up comparable to that of a com- 
mercial organization. The vice-president 
in charge of public relations corre- 
sponds to the vice-president and gen- 
eral sales-manager of a commercial 
concern, 


My attention was recently called to 
a survey made by a qualified organiza- 
tion to find out what kind of thinking 
the public was doing in connection with 
banks. The results confirmed my own 
ideas on this subject. The survey cov- 
ered people in all walks of life, indi- 
viduals, small-business men, and manu- 
facturers; a wide enough field so that 
the results really mean something. The 
representatives of the survey organiza- 
tion interviewed some 100,000 people. 
This is what their analysis showed in 
the order of importance to the follow- 
ing question: 


“In selecting a bank, what is the most 
important requisite?” 


1. CONFIDENCE 
2. HELPFULNESS 
3. USEFULNESS 


I found that what the public meant 
by Confidence was not confidence in the 
bank’s financial strength and size as 
such, but confidence in its management; 
confidence in the personnel; confidence 
in their judgment; and confidence in 
the everyday handling of their banking 
affairs. 


Second, Helpfulness had to do with 
the bank’s ability to understand the cus- 
tomers’ problems and to offer the kind 
of assistance and guidance to make them 
more successful in their business; to 
make the bank a part of the customers’ 
organization in order that the bank 
might understand and think in terms of 
its customers’ needs and to make avail- 
able all the assistance possible. 


Usefulness meant the various kinds 
of service that a bank has to offer and 
that a customer may use. The survey 
showed that many customers of the 
banks—individuals, concerns, and cor- 
porations—knew very little about the 
various uses they could make of their 
banks. 

New problems in business bring new 
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problems to the bank, as this illustra- 
tion shows: 

For years a certain New England 
concern’s business had prospered. Even 
before the Spanish-American War its 
products enjoyed a wide sale through 
the old-time village store and city drug 
store, but ten years ago competitors be- 
gan to grow in number and importance, 
sales began to drop, and red spots ap- 
peared on the balance sheets. After a 
thorough, unprejudiced examination 
and many conferences with his bank in 
regard to finances and merchandising 
and sales policies, this manufacturer 
wevised his financial set-up, his merchan- 
dising and sales policies by making 
these changes: 


1. A new package, not only better 
looking but more convenient than any 
other package on the market. 

2. Closer personal relationships and 
more workable codperation with job- 
bers. 

3. Additional retail outlets, including 
chain stores which had formerly been 
uninterested or hostile. 

4. A new product made in the same 
factory by the same manufacturing 
methods. 

5. A new and more specific advertis- 
ing appeal. 


These simple merchandising ideas, 
incidentally, bore fruit. The sales curve 
began a steady ascent. In the first six 
months this concern made a _ larger 
profit than in any other twelve months. 

For years a large corporation out 
West had been very anxious either to 
purchase a New England business in a 
line similar to their own or to bring 
about a friendly agreement on one point 
of conflict. One of our officers on a 
good-will visit to the West was told by 
the western corporation about its prob- 
lem. It so happened that this officer 
knew the New England principals very 
well and it took but little effort on his 
part to adjust the matter satisfactorily 
to both sides. 


Serving Customers’ Needs 


Occasionally a bank will get an un- 


You 


usual request from a customer. 


THE BANKERS MAGAZINE 


cannot always find success at the end 
of the road, but if the officer receiving 
the request is thinking in terms of his 
customers’ needs, very often these re- 
quests can be successfully handled. 
Even if the banker is not successful, a 
sincere codperative spirit always ce- 
ments friendship. 

A correspondent bank in a neighbor- 
ing state had been doing business with 
a landowner who, in the process of 
liquidating a loan, wished to dispose 
of a stand of Christmas trees. The bank 
was anxious to have this loan liqui- 
dated. The landowner had difficulty in 
marketing his Christmas trees. The 
bank appealed to us for assistance in 
helping its customer to find a market 
for his Christmas trees. One of our 
branch managers in the market district 
was called in, and for the moment as- 
sumed the réle of Christmas tree sales- 
man. He was successful in finding a 
purchaser for the trees—one of our 
own customers. Our customer was able 
to purchase these trees at a price at 
which he could realize a nice profit. 
The customer of our correspondent bank 
was able to dispose of his trees at what 
he considered a fair price. The bank, 
in turn, was able to liquidate the loan. 

All of the new thought and all of 
the new methods in the world, however, 
will not bring about the desired result 
of greater service to the community and 
greater growth to a banking institution 
unless its officials have the deep and 
sincere philosophy that they do desire 
to serve and that they do believe in 
their institution. 


@ 


Speaking of Bank Advertising 
ROM the California Bank, Los An- 


geles, comes a batch of streamlined 

advertisements that catch the eye 
and set it a-twinkling. “Dear Mr. 
Thug,” says one, “won’t you drop in 
some evening? You'll find valuables 
lying around all over the house.” In 
bolder outline follows, “Don’t Invite 
Trouble. Protect your valuables against 
fire, loss and theft. Put them in a safe 
deposit box today at California Bank. 

” 
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Another, from the same institution, 
reads “Money For You By Slow Magic” 
(how’s that for a stopper?). “No 
sweepstake tickets to buy. No false 
hopes about rich relations. You deposit 
money in a California Bank savings ac- 
count every pay day and the slow magic 
of compound interest does the rest. 
Start an account today at any office of 
California Bank. . . .” 


* * * 


The Trust Company of New Jersey, 
Jersey City,, announces “A Special 
Checking Department” which is, of 
course, another no minimum balance 
system. Simple layout and clear expo- 
sition present the story briefly and ac- 
curately. The final paragraph is par- 
ticularly interesting: “While the Trust 
Company of New Jersey is favored with 
accounts of some of the largest corpora- 
tions in the state, we are also proud 
to be the bank of the people. Over 
75,000 different people do business with 
us. With a service so needed, so con- 
venient, so inexpensive, so entirely 
suited to the man or woman who gets 
a salary check or wages in cash, we 
hope to serve thousands of new clients 
—among them—if you will permit us— 
you. Call at the nearest office... .” 

Readers of this department are 
familiar with the series “Canadians And 
Their Industries—And Their Bank” 
produced by the Bank of Montreal, 
Montreal, Canada. The series has paid 
tribute to many Canadian industries and 
explained the part the bank has played 
in the development of them. A new 
member of this series titled “Mining 
and Metallurgy” explains that this in- 
dustry is now second largest, employing 
80,000 workmen and having a produc- 
tion value of over $300,000,000 a year. 
Accompanying this industry is that of 
smelting and refining, with huge plants 
in five Canadian provinces, producing a 
wide variety of important metals. These 
plants, giving employment to many 
more thousand “have a production value 
of $200,000,000 per annum; purchase 
coal and electricity to the value of $12,- 
000,000; pay for equipment, supplies, 
freight, etc., some $40,000,000 per 
annum; and add some $100,000,000 to 
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the export value of Canada’s mineral 
products without counting the value of 
the gold recovered from base ores.” 

Pointing this information to banking 
service in this development, the copy 
continues, “Prominently identified with 
the upbuilding of the smelting and re- 
fining industry of Canada from its in- 
ception, the Bank of Montreal gives this 
industry financial service through every 
stage. Thousands of workers are de- 
positors, sharing in the safety and facil- 
ities of the Bank with their employing 
companies.” 

The final paragraph reads, “The 
Bank’s services include: Commercial 
accounts; foreign currency accounts; 
financing of shipments; loans and dis- 
counts; collections; trade and credit in- 
formation; safe-keeping of securities; 
savings accounts; money orders; trav- 
ellers’ cheques; banking by mail; per- 
sonal loans.” 

It is interesting to note how this bank 
manages the fact of its age. Instead 


of something like “119 years of banking 


experience at your service” it makes its 
age a living factor in today’s business. 
The line run below the signature in this 
series reads, “Modern, Experienced 
Banking Service . . . The Outcome of 
119 Years’ Successful Operation.” 


* * * 


The heading of a recent advertise- 
ment of the Williamsburgh Savings 
Bank, Brooklyn, New York, is as in- 
dicative of the advertising policy of this 
bank as it is to the advertisement itself. 
“Holding Fast To One Idea” it reads, 
and the bank has done just that in its 
consistently fundamental copy on the 
basic idea of savings. In fact the en- 
tire ad is indicative of this policy. “This 
bank was founded to provide people of 
small income with ‘a safe and beneficial 
place of deposit’ for their savings. Its 
one idea has always been ‘safety first 
for depositors’ savings.’ For 86 years 
it has held fast with bull-dog tenacity 
to this one principle. Our rigid ad- 
herence to this principle has provided 
security for hundreds of thousands of 
savers and brought untold benefits into 
their lives and many others.” 
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Suppose There Were No F.A.A. ? 


T’S rather hard to imagine there not 
being such an organization, and 
when one takes a really objective 

scrutiny of the functions performed by 
the Financial Advertisers’ Association, 
the thought becomes somewhat appall- 
ing. Just to indicate what such a situa- 
tion would be like, let’s take a mental 
flyer across the ocean to England, where 
no such association exists. Let’s take 
a look at the situation as Francis Lew- 
cock sees it in an article “An Urgent 
Need for a Financial Advertisers’ Con- 
ference” published in Branch Banking, 
a London bank magazine. Here is the 
set-up, in part, as this writer sees it: 


“There is a striking need at the pres- 
ent moment for some central body 
which shall study continually all 
methods employed by financial houses 
in building and creating business and 
prestige, making the results known to 
its members. Such a body should en- 
able codperation to be achieved between 
the advertisers, i.e., those who foot the 
bill, and the medium, i.e., those who 
provide the market-place, wherein these 
advertisements are shown. This body 
ought also to be so constituted that it 
can seek public confidence in financial 
advertising generally, and assist ma- 
terially in enlightening the public in 
economic knowledge. If this latter duty 
can be undertaken a great public serv- 
ice will have been performed. As things 
are at present, the lack of cohesion in 
this department of human endeavor 
leads many members of the public to 
be shy of all financial advertising. The 
public should be shown how to judge 
between possibilities and impossibilities 
in this sphere, the final result being ob- 
viously to the great benefit of all rep- 
utable financial undertakings, who 
cannot lose in any way by public judg- 
ment. Bs 

“Putting ‘the idea on the lowest pos- 
sible basis of self-interest the position 
is as follows. Owing to the lack of any 
common fund of knowledge a lot of 
money is at present being wasted in 
financial advertising. ‘A’ forum in which 


the chief interested parties could fore- 
gather and pool their experiences would 
in due course create an informed body 
of knowlege which would enable either 
the total sum spent to be reduced with 
the production of the same volume of 
business, or would produce a larger 
volume of business for the same out- 
lay of cash. 

“The other party, the publishers, 
would gain by reason of the fact that, 
based on greater knowledge, better per 
unit results would appear from a given 
expenditure of cash. As business men, 
financial advertisers would soon know 
exactly where they stood and would be 
the more prepared to venture their cash 
in publicity based on this newly assem- 
bled knowledge. 

“The public would gain because at 
the present moment there is nothing to 
indicate to publishers—who are only 
rarely financial geniuses—what is good 
and what is bad in financial advertis- 
ing. Under the present regime, it is 
inevitable that many doubtful proposi- 
tions obtain publicity in the most re- 
spectable publications simply because 
the publishers know nothing of finance 
and are not therefore fully competent 
to judge such propositions at the out- 
set. It is only after the ball, when the 
damage has been done, that knowledge 
on which judgment can be based be- 
comes available.” 


New Business for the 


Trust Department 
By T. T. WELDON 


A complete treatise on the adver- 
tising problems of the trust 
department 


BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 





The Principles of Commercial Banking 


A. B. A. Issues Important Statement 
for the Profession 


Outlining a Code 


STATEMENT of Principles of 
Commercial Banking, sponsored 
by the American Bankers Asso- 

ciation, was made public last month in 
an announcement by Tom K. Smith, 
president of the association. The aim of 
the statement, which was prepared by 
the Bank Management Commission and 
approved by the executive council of 
the association, is declared to be to 
summarize the fundamental relation- 
ships and responsibilities which exist 
between the commercial banks and the 
public. 

“A most gratifying response is com- 
ing from the banking fraternity regard- 
ing this statement which, in my opinion, 
is one of the most important documents 
which has been issued by banking in 
the endeavor to bring about a better 
understanding of its aims and principles 
on the part of the public,” Mr. Smith 
said. 

“No business or profession has ever 
come to the public with a clearer state- 
ment of the tested and accepted funda- 
mentals of sound principles relating to 
its practice. I believe that wide dis- 
tribution of the statement among the 
customers of banks will go far in bring- 
ing about the establishment of public 
understanding and confidence in bank- 
ing, which are so essential to the wel- 
fare not only of banking but of the 
nation.” 


The statement of principles, it is de- 
clared in an introduction to it, presents 
the collective opinion of leading bank- 
ers throughout the country. The text 
of the statement says: 


“For the full development of its 
usefulness and dependability, commer- 
cial banking calls for the intelligent 
cooperation of three important groups, 
namely, the governmental authorities, 
the great body of citizens and the bank- 
ers themselves. 


“The executives and directors of 
commercial banks naturally assume the 
major share of the responsibility for 
the proper conduct of the commercial 
banking system.” The statement of 
principles has been prepared, it says, 
for their guidance and for the infor- 
mation of the public and its govern- 
mental representatives. 

“The bedrock upon which every 
policy and action of commercial bank- 
ing should be founded is the principle 
of stewardship,” the statement con- 
tinues. A commercial bank is declared 
to be responsible to the depositors 
whose funds it holds, the borrowers to 
whom it has advanced credit, the stock- 
holders who provide the capital, the 
community served by the bank and to 
its officers and employes. 

The statement places a bank’s obliga- 
tion to its depositors in respect to the 
safety of funds entrusted to it as the 
paramount objective and discusses in- 
vestment policies, investigation of new 
accounts and a proper basis for com- 
pensation for its services. The question 
of relations with bank borrowers is 
discussed under the topics of the pur- 
pose of loans, payment of loans, rejec- 
tion of loans, liquidity; local factors, 
capital loans, personal connections of 
officers and loans on mortgage security. 

The obligations to the banks’ stock- 
holders are presented from the point of 
view of the vital contribution of capital 
to the protection of deposits and a fair 
return upon the investment by stock- 
holders, while the obligation to the 
community is presented under the cap- 
tions “Legal Provisions” and “Public 
Information.” 

The question of the bank officers and 
employes is discussed under specialized 
training, educational facilities of the 
American Institute of Banking and its 
Graduate School, and other educational 
opportunities. 


163 





164 


The need of care in the granting of 
new charters and of compartment super- 
vision by governmental authorities is 
particularly treated. As to new charters 
the statement says: “The following prin- 
ciples may properly be applied: Will 
the proposed new institution fill a 
definite need for improved or additional 
bank facilities in the community? What 
is the general character and banking 
experience of the proposed manage- 
ment? Is its proposed capital structure 
adequate and are its future earning 
assets such as to justify such invest- 
ment?” 

The responsibilities of citizens in re- 
gard to chartering new banks are given 
as follows: “The public has a direct 
interest in the character and qualifi- 
cations of any group who seek a new 
charter for a new bank. Therefore, there 
should be active public coéperation with 
the chartering authorities to assist them 
in limiting the granting of new charters 
to only those groups who can meet the 
requirements as outlined above. 


THE PUBLIC 


ROM his annual budget message, 


submitted to the Congress on 

January 8, it is learned that the 
President hopes to see a completely 
balanced budget for the year 1939, but 
this hope rests on the improvement of 
economic conditions at the present rate. 
The President concedes that the pro- 


gram followed during the past four , 


years for counteracting the depression 
has cost large sums of money, but states 
that the benefits have far outweighed 
the costs. Responsibility for a reduction 
of the expenditures for relief is passed 
on by the President from the shoulders 
of the Government to employers, in 
these words: 

“Tt is my conviction that if every em- 
ployer or potential employer will under- 
take during the next six months to give 
employment to persons now receiving 
Government help, the national budget 
can thereafter be kept definitely in bal- 
ance. Without such codperation on the 
part of employers, the question of a bal- 
anced budget for 1938 must of necessity 
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“In common with every other form 
of business, banking must operate at a 
reasonable profit, after the creation of 
reserves sufficient to safeguard the 
public. If this is to be accomplished, 
every citizen in the bank’s community 
has a deeper interest in the soundness 
of that institution than merely to de- 
mand banking service on a price basis. 
He should support the policy that a 
bank should be adequately compen- 
sated.” 

The committee which prepared the 
statement of principles is as follows: 
Herman H. Griswold, president, First 
National Bank & Trust Company, El- 
mira, N. Y., chairman; G. Fred Berger, 
treasurer, Norristown-Penn Trust Com- 
pany, Norristown, Pa; Fred W. Ells- 
worth, vice-president Hibernia National 
Bank, New Orleans, La.; P. D. Houston, 
chairman of the board, American Na- 
tional Bank, Nashville, Tenn., and Frank 
W. Simmonds, deputy manager, Ameri- 
can Bankers Association, New York, 
secretary. 


FINANCES 


remain an open one, for the very good 
reason that this Government does not 
propose next year, any more than dur- 
ing the past four years, to allow Ameri- 
can families to starve.” 

In dealing with the extension of Gov- 
ernment activities, the President lays 
down this sound principle: 

“Expenditures must be planned with 
a view to the national needs; and no 
expansion of Government activities 
should be authorized unless the neces- 
sity for such expansion has been defi- 
nitely determined and funds are avail- 
able to defray the cost. In other words, 
if new legislation imposes any substan- 
tial increase in expenditures either in 
the expansion of existing or the crea- 
tion of new activities, it becomes a 
matter of sound policy simultaneously 
to provide new revenue sufficient to 
meet the additional cost.” 

For the fiscal years named the results 
and estimates are as follows, the figures 
for 1936 being actual, and those for 
the subsequent years estimates only: 
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1936 

$4,115,956,615.13 
8,879,798,257.61 
4,763,841,642.48 


1937 

$5,828,150,719 
8,480,804,493 
2,652,653,774 


1938 

$7,293,607,197 
6,157,999,254 

*1,135,607,943 


Receipts 
Expenditures 
Deficit 


*Surplus. 


Whether the surplus estimated for the 
fiscal year 1938 will be realized or not 
must depend, to a considerable extent, 
upon the reduction in the expenditures 
for recovery and relief. The President 
estimates these expenditures (subject 
to increases by Congress) at $316,- 
030,913, but in the body of his message 
appears the statement that it is hoped 
expenditures on this account would not 
exceed $1,537,123,000. Even with this 
addition such expenditures for 1938 
would be $963,003,000 below the esti- 
mates for 1937. It will be seen, however, 
that the probable increase of relief 
expenditures to be authorized by Con- 
gress will more than wipe out the sur- 
plus presented in the tabular estimates. 

On the revenue side, internal revenue 
receipts, actual in 1936 at $3,512,851,- 
608.15, are estimated to increase to 
$5,189,020,000 in 1937 and to $6,648,- 
432,000 in 1938. 

On the side of expenditures, the ad- 
justed soldiers’ compensation, which 
required an outlay of $1,673,492,531.72 
in 1936, falls to $563,500,000 in 1937, 
and disappears altogether from the 
estimates for the fiscal year 1938. The 
outlay for civil departments and agen- 
cies (exclusive of legislative, judicial 
and executive), which amounted to 
$572,580,751,182 in 1936, is estimated 
at $649,538,698 for 1937, and $708.- 
392,178 for 1938. National defense, 
which cost $764,439,126.94 in 1936, is 
estimated to cost $887,881,080 in 1937, 
and $980,763,000 in 1938. Interest on 
the public debt required an expenditure 
of $749,396,801.68 in 1936, and the 
estimate provides $835,000,000 on this 
item for 1937 and $860,000,000 for 
1938. The fact should be noted that 
while the debt has been increasing, the 
proportionate cost for interest has de- 
clined, owing to lower rates at which 
the Treasury has been able to borrow. 

The gross public debt at the end of 
the curent fiscal year is estimated at 


$35,026,000,000, an increase of $1,248,- 
000,000 over 1936. 

Recommendation is made by the 
President for the continuation of miscel- 
laneous internal revenue taxes, which 
would expire under existing law in June 
and July, and also to maintain the cur- 
rent rate of those taxes which would 
otherwise be reduced in June next. The 
President asks for the maintenance of 
the present tax structure in order that 
the Government may provide for carry- 
ing out its fiscal program. 

Taking the actual results for 1936 
and the estimates for 1937 and 1938, 
it appears that while total receipts are 
expected to increase from $4,115,956,- 
615.13 to $5,828,150,719 in 1937, that 
is a gain of $1,712,194,103.87, expendi- 
tures are estimated to fall from $8,879,- 
798,257.61 in 1936 to $8,480,804,493 
in 1937, or a reduction of only $398,- 
993,764.61. The improvement being 
much greater on the side of receipts 
than of expenditures. Estimates of re- 
receipts in 1938 are $7,293,607,197, an 
increase of $1,465,456,478 over 1937, 
while expenditures are put at $6,157,- 
999,254 for 1938, or a decrease of $2,- 
322,805,239—a decidedly better show- 
ing in reduction of expenditures, pro- 
vided the estimates for diminished 
spending are realized. 

Heretofore, economy has not kept 
pace with increase in revenue, but in 
this respect the budget of 1938 prom- 
ises amendment. Whether the com- 
pletely balanced budget which the 
President envisages for 1939 will be 
realized or not depends upon several 
factors which the President fully recog- 
nizes. The estimates indicate declining 
expenditures and increasing revenues. . 
Up to the present the reduction of ex- 
pense has not kept pace with the gain 
in income, and unless reasonable econ- 
omy is put into practice, the result will 
be that long ago pointed out by Mr. 
Micawber. 
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NEW YORK BANKER HAS INTER: 
VIEW WITH MUSSOLINI 


THE current issue of “The Chase,” 
published by The Chase National Bank 
of New York tells of a recent trip 
abroad by Siegfried Stern, vice-presi- 
dent in the Foreign Department. 
Describing Mr. Stern’s visit to Rome, 
“The Chase” says: 

“Outstanding among Mr. Stern’s in- 
teresting experiences in Rome was his 
interview with Signor Mussolini—Il 
Duce of Italy—in the Palazzo Venezia. 
This was made possible through the 
courtesy of the Italian under-secretary 
of the treasury, His Excellency Signor 
Guarneri, who escorted Mr. Stern and 
Mr. Ruggieri to the Palace. “The Duce 
received us,’ says Mr. Stern of this inter- 
view, ‘in a room at least thirty-five yards 
long. He shook hands with me and 
asked me to sit down. He speaks Eng- 
lish quite well, in short staccato sen- 
tences almost without accent. I had 
expected from the photographs I had 
seen to find a man with rather a severe 
expression and manner. His face, as I 
observed during our interview of ten or 
fifteen minutes, was strong, determined 
and for the most part, serious. At the 
same time, there were moments when 
it lighted up with warm, friendly in- 
terest and several times he smiled 
pleasantly. He inquired about economic 
conditions in the United States and the 
outlook for the approaching Presi- 
dential elections. He also asked ques- 
tions about our press and trade rela- 
tions, and ways and means by which 
the latter might be developed.’ ” 

Mr. Stern is the author of “Fourteen 
Years of European Investments,” out- 
lining experience with European invest- 
ments from 1914 to 1928. It is published 
by the Bankers Publishing Company, 
465 Main street, Cambridge, Mass. 
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A NEW YEAR’S MESSAGE 


AN engraved card sent out at the 
beginning of the New Year to the bank’s 
many friends contains the following 
message from William P. Gest, chair- 
man of the board of the Fidelity- 
Philadelphia Trust Company, Phila- 
delphia: 

For What Can War but Endless War 
Still Breed ?—Milton, Sonnet to Fairfax. 

Those who entered the Great War in 
order to end war, evidently forgot this 
solemn warning. Never was the whole 
world so full of fear. Science and Eco- 
nomic Law have crowded the Nations 
into a narowing circle of angry neigh- 
bors. Fear forces emigration and fear 
prohibits immigration. Fear provokes 
war and fear cries for peace. 

So it must remain until the peoples 
of the earth realize that the Path to 
Peace is Justice. Then free and 
constitutional governments, founded on 
spiritual principles which transcend 
economic and financial nationalism, 
may be reéstablished in the hearts of 
men. For Justice and Peace are codr- 
dinate. Peace requires Justice for its 
foundation and Justice requires Peace 
for its administration. 

When Justice is achieved as the 
foundation of Government we shall be 
able to join Tennyson in his call on 
the New Year Bells to 
“RING IN THE THOUSAND YEARS 

OF PEACE”! 


@ 


“Only as people become actuated by 
the spirit of Jesus, tolerant, sympathetic 
and helpful to one another, will this 
country be insured against further busi- 
ness depressions and the suffering that 
goes therewith. Every nation, industry 
and family is dependent upon others. 
We all must succeed or fall together.” 

—Roger Babson. 





BOOKS FOR BANKERS 


Money AND BANKING. Edited by Major 
B. Foster and Raymond Rodgers. 
New York: Prentice-Hall, Inc., 1936. 
Pp. XIV-704. Price $5.00. 

Tus volume is not, as its title might 

indicate, a more or less miscellaneous 

compilation of articles written by vari- 
ous authors working independently of 
each other, but is a very definitely or- 
ganized book written by the two editors 
and two of their colleagues at New York 
University. As these men have col- 
laborated at this university for a num- 
ber of years, it is but natural that they 
sheuld approach the subject in hand in 
the same general way, with the result 
that a much greater unity has been ob- 
tained than can normally be expected 
in the case of a book written by four 
men. On the other hand, this collabo- 
ration has made possible a more expert 
treatment of many of the topics than 
would be possible if the book had been 
written by a single person. This is one 
of the best examples of multiple 


authorship which has appeared in re- 
cent years. 

This volume was written primarily 
for the student in a course in money 


and banking. Its usefulness, however, 
is by no means limited to this group. 
It can be heartily recommended to bank 
employes and to those younger and less 
experienced officers who have not en- 
joyed the benefit of such courses. As 
a matter of fact, the older banker, also, 
will find it well worth his while to re- 
fresh his knowledge of his profession 
by a serious perusal of this book. 

One reason for its utility to the prac- 
tical banker is the fact that it has been 
prepared for the use of students who 
already have had some contacts with 
actual banking. The discussion of bank- 
ing theory is held within limits and 
immediate application of the theory is 
made in the treatment of banking prac- 
tice. Because of this general plan, the 
weakest sections of this book are those 
devoted to the discussion of money, a 
subject which demands relatively ex- 
tended as well as rigorous analysis if 


it is to be presented in a satisfactory 
fashion. 


As a further aid to the student, 
whether working by himself or in class, 
each chapter is concluded with review 
questions and problems. A _ bibliogra- 
phy of additional readings is also 
added. 


U. S. SupreMe Court Business Law 
Decisrons, 1935-36. New York: Com- 
merce Clearing House, Inc. 1936. 
Pp. 159. Price $1.00. 


Tuis little volume contains the full text 
of the leading opinions handed down 
by the Supreme Court during the Octo- 
ber, 1935, term. Included are such im- 
portant cases as: the “AAA” case 
(U. S. v. Butler), the “T. V. A.” case 
(Ashwander et al. v. Tennessee Valley 
Authority et al.), the “Securities Act” 
case (Jones v. Securities and Exchange 
Commission), and the “Building and 
Loan Association” case (Hopkins Fed. 
Sav. and Loan Ass’n et al. v. Cleary 
et al.). 

The present compilation of opinions 
should be of marked value to banks and 
business men. 


CENTRAL AND LOCAL FINANCE IN GER- 
MANY AND ENGLAND. By Mabel New- 
comber. New York: Columbia Uni- 
versity Press. 1937. Pp. xi-381. 
$3.50. 


THE present trend in the United States 
is toward uniform and centrally admin- 
istered taxes, which the local govern- 
ments share directly through the distri- 
bution of fixed percentages or indirectly 
through grants-in-aid. There are al- 
ready several states in this country 
which are turning back to local govern- 
ments in one way or another more than 
half of the tax revenue that they collect. 

The Federal Government, also, is 
rapidly developing an important sys- 
tem of grants-in-aid. Centralization of 
the tax system is inevitable, according 
to the author of this book, and if any 
important functions are to be retained 
by local governments they will be sup- 
ported increasingly by central govern- 
ment funds. It is only a question, says 
Prof. Newcomber, of how far and. how 
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fast centrally administered taxes should 
replace independent local taxes; to what 
degree local independence must be sac- 
rificed to efficiency and economy; and 
whether once the transfer of revenues 
has been made the local governments 
will function better with grants-in-aid 
or shared taxes, or with some combina- 
tion of the two. And, she also notes, 
the possibility that the ultimate solu- 
tion may be the transfer of local func- 
tions themselves must always be kept 
in mind. 

This shift in the methods of collect- 
ing and spending taxes is a new de- 
velopment in the United States. Other 
nations, however, have traveled further 
along this path than we have. Both 
Germany and England have developed 
highly centralized tax systems and have 
reduced local tax powers materially 
since the war. In compensation, the 
central government of Germany has 
built up an elaborate system of shared 
taxes and the English government has 
increased its grants-in-aid substantially. 
It is with these two methods of trans- 


ferring revenues from central to local 
treasuries that this book is concerned. 

The account of the German and Eng- 
lish systems, their aims, the difficulties 
encountered and the frequent revisions 


made is completely up-to-date and 
covers all developments since the World 
War. It is offered in the hope that it 
will throw some light on the problem 
in this country—a problem which is 
becoming more important and pressing 
all the time, as is shown by recent 
trends. In 1930 transfers of revenues 
from central to local governments had 
reached nearly $1,000,000,000 in this 
country. Five years of depression in- 
creased these transfers to approximately 
$4,000,000,000 and there seems little 
likelihood that they will be reduced. 
Consequently the introduction of ade- 
quate controls is urgent in order to pre- 
vent the waste and irresponsibility which 
results from spending “other people’s 
money.” This book, by studying what 
has happened in other countries, should 
be of assistance in determining future 
American policy and methods. 

Miss Mabel Newcomer is a graduate 
of Stanford and Columbia universities 
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and is now professor of economics and 
chairman of the department at Vassar 
College. 


PRELUDE To Panic. THE STORY OF THE 
Bank Ho.ipay. By Laurence Sulli- 
van. Washington: Statesman Press, 


1936. Pp. VII-126. Price $3.00. 


Tuts book is a very enlightening dis- 
cussion of the events which led up to 
the bank holiday which distinguished 
the first inauguration of President 
Roosevelt. It is, of course, of especial 
interest to bankers, but it is a book 
which is well worth reading on the part 
of every business man and every intelli- 
gent citizen regardless of occupation. 

The convincing character of this vol- 
ume is heightened by the dispassionate 
style and the frequent quotations from 
the press and the reprinting of official 
correspondence. 


FEDERAL Tax LAW WITH EXPLANATORY 
Dicest. January, 1937, edition. 
New York: Prentice-Hall, Inc. 156 
pp- $1.00. 


THIs is a new edition of a useful little 
handbook covering the Federal tax law 
now in effect. The income tax law is 
given verbatim with a handy index, en- 
abling a reader to find any specific 
point in which he is interested. 

The most important part of the book- 
let is the section of some forty pages 
devoted to a digest of the Revenue Act 
of 1936. Here the important points of 
the law are discussed and explained, 
with numerous illustrations clarifying 
the text. 

For example, the booklet starts with 
an explanation of who must make a 
return, what the rates of tax are, and 
how the tax is computed. This is fol- 
lowed by an analysis of exemptions and 
credits allowed, together with a detailed 
study of what deductions are allowed. 

Corporation executives will do well 
to read the material on corporation in- 
come taxes, with particular emphasis 
upon the illuminating illustrations in- 
cluded. 

Under the new law the topic of cap- 
ital gains and losses is much more im- 
portant to most investors than it has 
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ever been before. Investors who have 
sold stock or are considering the sale 
of such stock might profit from the in- 
formation presented here. 

Taxes other than income taxes are 
discussed briefly. These include: Cap- 
ital stock tax, excess profits tax, estate 
tax, gift tax, tax on admissions and dues, 
stamp taxes and miscellaneous taxes. 
A summary is given of other taxes, in- 
cluding liquor, telephone and telegraph, 
safe deposit boxes, etc. 

There is a detailed index to the Ex- 
planatory Digest section of the booklet, 
considerably increasing the usability of 
the information presented. 


GOVERNMENT FINANCE. By Jens P. 
Jensen. New York: Crowell. Pp. 
xxxii-595. $3.50. 


THE author is professor of economics 
at the University of Kansas and the 
author of “Public Finance” published 
some thirteen years ago. 


With the growth of the public serv- 
ices, and the expanding réle of the 
state in modern life, government finance 
assumes steadily increasing importance. 
What amount of public revenue must 
be raised, the sources from which it 
may be derived, how the “burden” of 
providing it should be distributed, the 
procedures whereby its expenditure can 
be controlled and, above all, the func- 
tions for which it shall be applied and 
the social changes which are effected by 
its acquisition and utilization are prob- 
lems of great moment to everybody. 
The present treatise is not only an il- 
luminating treatment of government 
finance in the narrow sense, but presents 
the relationship of the subject with 
basic economic, political and social in- 
stitutions that constitute its context. 
The book should prove valuable to all 
concerned in this important subject. 


America’s EXPERIENCE AS A CREDITOR 
Nation. By John T. Madden, Marcus 
Nadler and Harry C. Sauvain. New 
York: Prentice-Hall, Inc. Pp. xvi- 
333. $3.50. 


Tuts book is a study of the significant 
phases of the international economic 
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relations of the United States with the 
rest of the world. 

It explains the economic effects of 
the post-war foreign lending by the 
United States. The facts reveal, ac- 
cording to the authors, that on the whole 
the United States did not lose on its 
foreign investments. Although indi- 
vidual investors lost heavily on foreign 
securities, yet in the aggregate the 
amount of cash received in the form of 
interest and principal and sinking fund 
plus the market value of the securities 
outstanding exceeded the cash invest- 
ments. 

The authors also state the surprising 
fact that the United States, although a 
large creditor on direct investment, is 
probably on the portfolio side no longe: 
a creditor nation. 

The book discusses other vital mat- 
ters such as: The international economic 
policy of the United States; the trans- 
fer difficulties of the depression; the 
réles of the bankers and the Govern- 
ment and the conditions under which 
satisfactory international economic and 
financial relations can be established. 
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q Announcement has been made by 
Holman D. Pettibone, president of Chi- 
cago Title and Trust Company, of the 
appointment of two new officials of the 
company. 

Robert E. O’Dea has been made an 
assistant trust officer in charge of cor- 
porate trust work including registrar 
and transfer agencies, trusteeships under 
bond issues, land trusts and real estate 
bond reorganizations. Mr. O’Dea has 
been with the organization for eight 
years and is a graduate of DePaul Uni- 
versitv. He was admitted to the Illinois 
bar in June, 1927. 

Albert C. DeWitt, who has been in 
the employ of the company for five 
years, has been made tax counsel. In 
that capacity he will specialize on the 
legal aspects of real estate tax problems 
in connection with the issuance of title 
guarantee policies. Mr. DeWitt is a 
graduate of the University of Chicago 
Law School and was admitted to the 
Illinois bar in 1928. 





LETTERS TO 


100 PER CENT. RESERVES 


Editor, THE BANKERS MAGAZINE: 

I greatly regret that pressure of work 
accumulated during an absence in 
Europe has prevented earlier attention 
to the interesting discussions, in your 
December issue, of the proposal to re- 
quire 100 per cent. cash reserve behind 
demand deposits. 

First as to the questions raised by 
“New York State Banker.” He asks 
whether both the member banks and 
Federal Reserve banks should, accord- 
ing to my plan, be required to carry 
100 per cent. reserves. I answer that 
there should not be any duplication. 
Demand deposits are supposed to rep- 
resent ready cash. The 100 per cent. 
plan is merely the plan—and the only 
plan—by which this supposition can 
be made a literal fact. If I have $1000 
cash of which I keep $100 in my pocket 
and deposit $900 in the bank, the bank 
is (under the 100 per cent. plan) 
merely a safety deposit vault for me 
and an agency for transferring such de- 
posits by check. The $900 belongs to 
me, not the bank. But if the bank wishes 
to redeposit $850 in the Federal Reserve 
Bank, my $1000 is in three places—my 
pocket, my bank and the Federal Re- 
serve Bank. My bank still holds 100 per 
cent. behind my demand deposit of $900 
but only holds $50 in cash. The re- 
maining $850 they hold not in cash 
but only as a deposit in the Federal 
Reserve Bank which holds the cash in- 
stead. 

The main point is that my “cash in 
bank” will, under the 100 per cent. 
plan, be literally the truth, not the fic- 
tion which it is now. Every dollar of 
it will exist somewhere as money which 
could be carried in pocketbooks. At 
present, however, my “deposit” which 
I call cash in bank is not literally cash; 
it is not literally in any bank—whether 
mine or the Federal Reserve—it is not 
even literally a “deposit.” These are 
three fictions. 

What is true at present is that I have 
a demand claim (not strictly a deposit) 
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of $900 against the bank as its creditor, 
while the bank holds $50 as my pro rata 
share of their (not my) cash and $850 
as my pro rata share of their (not my) 
non-cash assets behind their “demand 
liabilities’”—improperly called “demand 
deposits.” Ordinarily they can satisfy 
my demand claim for cash if I demand 
it. But to satisfy my claim for cash 
they have to take more than my pro 
rata share of their cash. My share is 
only $50 and they have to make up the 
$850, which is lacking, out of other 
people’s shares. But if these other 
people assert their claims at the same 
time that I assert mine, there is a “run.” 
Then, to satisfy these demand claims of 
the public for cash, the bank tries to 
extract the lacking cash out of the pub- 
lic itself. The result is a great con- 
traction in demand deposits. 

Nor is an actual run necessary to 
produce this contraction. Any reduc- 
tion in loans and investments will do 
it. Reversely, the expansion of loans 
and investments, as at the present time, 
will expand demand deposits. It is the 
excessive variation in these deposits 
which produces booms and depressions. 
And this variation is mostly due to our 
low reserve ratios. 

The “New York State Banker” asks 
what sort of money would I use for re- 
serves. I answer: Any lawful money 
which can be used for any other pur- 
pose. It could be gold, silver or paper 
money. Whatever it is, it must be made 
adequate to back the existing deposits 
but not allowed to expand except as 
the volume of trade expands. Other- 
wise prices would be inflated as shown 
by an index number. All this is dis- 
cussed in my book “100% Money.” 
At present we are menaced by inflation 
of demand deposits. From 1929 to 
1932 we had deflation. The 100 per 
cent. plan would avoid both inflation 
and deflation. 

As to my “total lack of attention 
given to so-called time or savings de- 
posits,” space did not suffice to include 
this in my article. But, in my book I 
devote considerable space to that prob- 
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lem and endorse the ideas of Mr. von 
Windegger, president of the Plaza Bank 
of St. Louis and an ardent advocate of 
the 100 per cent. plan. 

I would point out, however, first, that 
a 100 per cent. reserve for demand de- 
posits would help greatly the solution 
of the time deposit problem and, sec- 
ond, the latter problem is not a mone- 
tary problem at all but an investment 
problem. When a time deposit is “lost” 
by the depositor he is like any other 
investor who has lost the value of his 
investment. But in neither case is any 
circulating medium lost to the nation. 
On the other hand, the loss of a demand 
deposit does reduce the volume of that 
circulating medium, and so does the 
extinction of such a deposit, through 
the payment of a loan. In such effects 
the whole nation is concerned, and not 
simply the bank and its depositors. 

Thus the time deposit problem is a 
banker’s problem, while the demand 
deposit problem is a governmental prob- 
lem. I have often thought and said 
that the bankers might well be released 
from all or almost all of the existing 
laws which now fetter them if the Gov- 
ernment would only take away from 
them the one function which does not 
belong to them, namely the monetary 
function. Our Constitution, by Article 
I, intended this function to belong to 
the Federal Government, not to the 
states nor the banks, and President 
Adams looked with horror on the issue 
of money by a bank. 

Mr. Platt says that his recollection is 
that I was once in favor of an elastic 
currency. He is right and I am still. 
In fact the 100 per cent. plan is a long 
step in that direction, for it would put 
a stop to the present “perverse elastic- 
ity.” Today our money expands when 
we need contraction and contracts when 
we need expansion. With our (vir- 
tually) 434 per cent. reserve system we 
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alternate between the danger, as at 
present, of credit inflation because of 
“excess” reserves and of credit deflation 
such as caused the late depression. This 
depression was a money famine—if de- 
mand deposits are included as “money.” 
Money did not contract because busi- 
ness did not need money. Business 
contracted because it did not have the 
money it needed. And in saying this | 
am not referring to loans. The con- 
fusion between the supply of circulat- 
ing medium and the supply of loanable 
funds—between the money existing in 
the country and the money we owe each 
other—is a fertile source of misunder- 
standing which, I fear, Mr. Platt has 
not escaped. Demand deposits are 
now entangled with bank loans. The 
100 per cent. plan aims to disentangle 
them. It is just as absurd to have the 
nation’s volume of deposit-money de- 
pend on the debts of merchants to banks 
as it was after the Civil War to have 
the volume of national bank notes de- 
pend on the debt of the Government. 
In fact today our deposit money de- 
pends on Government debt. For to get 
the circulating medium which we needed 
the Government went into debt to the 
banks after both Hoover and Roosevelt 
had failed in their efforts to get mer- 
chants to do enough borrowing to gen- 
erate the money the nation needed. 
What the nation needs as money ought 
to have little to do with anybody’s debts. 

It is this present connection between 
debts and money which makes the 
working of our money-banking system 
so artificial. A system is not natural 
under which, if all bank loans were 
paid, the nation’s money would shrink 
practically to zero. 

With Mr. Harvey S. Chase’s com- 
ments I have no fault to find. 


IRviNG FISHER. 
Yale University, January 25, 1937. 
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IN THE MONTH'S NEWS 


Convention Dates 


STATE AND SECTIONAL 
q Feb. 6—New York Chapter, A. I. B., 


annual banquet, Hotel Astor, New 
York City. 

Feb. 25-26—A. B. A. Regional Confer- 
ence, Hotel Portland, Portland, Ore. 

March 25-26—A. B. A. Regional Con- 
ference, Atlanta-Biltmore Hotel, At- 
lanta, Ga. 

May 6-7—Oklahoma Bankers Associa- 
tion, Oklahoma City. 

May 6-7—North Carolina Bankers As- 
sociation, Carolina Hotel, Pinehurst, 
N. C. 

May 10-12—Missouri Bankers Associa- 
tion. 

May 12-14—California Bankers Asso- 
ciation, Hotel Del Monte, Pasadena. 

May 18-20—Texas Bankers Association, 
San Antonio. 

May 20-22—New Jersey Bankers Asso- 
ciation, Hotel Traymore, Atlantic 
City, N. J. 

May 24-26—Illinois Bankers Associa- 
tion, Chicago. 

May 27-June 1—New York State Bank- 
ers Association, United States Liner 
Washington en route to Bermuda and 
return. 

June 2-3—South Dakota Bankers Asso- 
ciation, Rapid City. 

June 24-26—Virginia Bankers Associa- 
tion. West Virginia Bankers Asso- 
ciation. Joint convention. White 
Sulphur Springs, W. Va. 


GENERAL 
Feb. 9-11—Mid- Winter Conference. 


Trust Division, American Bankers 
Association, Waldorf Astoria, New 
York. 

March 11-12—Sovings Conference, Sav- 
ings Division, American Bankers As- 
sociation, Waldorf Astoria, New 
York. 

April 18-21—Spring meeting, American 
Bankers Association, Executive Coun- 
mf Arlington Hotel, Hot Springs, 

rk. 


May 6-8—National Safe Deposit con- 
vention. Willard Hotel, Washington, 
D. C. 
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June 7-11—American Institute of Bank- 
ing, Hotel Lowry, St. Paul, Minn. 
Sept. 13-16—Financial Advertisers As- 

sociation, Syracuse, N. Y. 
Oct. 11-14—American Bankers Associa- 
tion, Statler Hotel, Boston, Mass. 


Conventions 


q The first of a series of three meetings 
arranged by the Mid-Atlantic Division 
of the Association of Bank Women, de- 
voted to “The Bank’s Customer,” was 
held at The Chase National Bank of 
the City of New York on January 8. 


Bank Meetings 


q At the annual meeting of the share- 
holders of The Chase National Bank, 
New York, held on January 12, Chair- 
man Winthrop W. Aldrich reported net 
earnings for the year 1936, after taxes, 
amounting to $17,264,566.10 of which 
$8,278,434.03 was earned in the first six 
months and $8,986,132.07 in the last 
six months. The total, Mr. Aldrich ex- 
plained, represents earnings of $2.24 
per share on the common stock, after 
payment of $684,314.83 of preferred 
dividends. Profits from the sale of se- 
curities again represented a consider- 
ably larger proportion of net earnings 
than is usual during years when interest 
rates and investment yields are on a 
more normal basis. Mr. Aldrich also 
reported that the bank received a sub- 
stantial amount of income in the form 
of dividends on stocks owned, prin- 
cipally the securities of certain com- 
panies in the motion. picture industry. 
“Obviously,” said Mr. Aldrich, “hold- 
ings of this kind cannot be regarded 
as normal earning assets for a commer- 
cial bank and the income derived from 
them, therefore, is in the nature of a 
special revenue rather than ordinary 
earnings.” 


q Harvey D. Gibson, president of the 
Manufacturers Trust Company, reported 
at the annual meeting of the stockhold- 
ers January 13 that net earnings from 
all sources for the year 1936, after all 
expenses and taxes, and after deducting 
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interest on capital notes and dividends 
on preferred stock outstanding, had 
amounted to $14,005,147.17. 

In addition to these net earnings, re- 
coveries during the past year on items 
heretofore charged off, amounted to 
$1,039,685.21, making a grand total of 
$15,044,832.38, or $9.13 per share, 
which represents the total betterment 
of the position of the trust company 
during 1936 available for dividends on 
the common stock and for other pur- 
poses. Of this total, $5,707,259.54 rep- 
resents net profits from the sale of se- 
curities, after deducting losses, and $8,- 
111,568.72 represents net operating 
earnings, after deduction of interest on 
capital notes and dividends on preferred 
stock. 

It is to these net operating earnings 
of the bank for the year, Mr. Gibson 
pointed out, that attention should be 
particularly directed as securities profits 
cannot be considered to be recurring. 
The net operating earnings equal $4.92 
per share on the common stock. This 
figure compares with $6,645,992, or 
$4.04 per share, for the year 1935; $5,- 
163,600, or $3.13 per share, for 1934; 
and $4,000,154, or $2.43 per share, for 
1933. 


q A gain in deposits of nearly $41,000,- 
000, of which about 30 millions were 
commercial deposits, bringing total de- 
posits to an all-time high for the Cleve- 
land Trust Company, was reported by 
President Harris Creech at the annual 
meeting of the company’s shareholders. 

He also reported total income, in- 
cluding net recoveries, of $3,386,984.26. 
This compares with $2,734,930.37 for 
1935. After a dividend of $2 a share, 
practically all the balance of income 
was allocated to reserves, the directors 
believing it wise to continue this con- 
servative policy, Mr. Creech said. 

At the board meeting following the 
stockholders’ meeting, all officers were 
re-elected, and the following promo- 
tions were made in the official staff: 
W. W. Horner and R. T. White, assist- 
ant vice-presidents, to vice-presidents; 
Horatio Ford, Walter Lucas, Jr., B. H. 
Brainard (assistant treasurer), and 
Fred L. Emeny (assistant trust officer), 


One OF THE world’s finest 
addresses, identified with 
the patronage of social and 
commercial leaders. Newly 
furnished . . . exquisitely 
decorated. From $4.00 sin- 
gle, $6 double, $10 suites. 
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to assistant vice-presidents; F. J. Haff- 
ner and A. A. Welsh, assistant trust 
officers, to trust officers; Henry Hatch, 
R. J. Koplin, John McGean, J. H. 
Sipple and H. E.. White to assistant 
trust officers; R. J. Hoddinott and J. C. 
Polzner (assistant comptroller), to as- 
sistant treasurers; Elbert Frank to as- 
sistant manager, credit department; J. 
H. Nielson to manager, East 185th 
street branch; J. L. Bryan to manager, 
securities vault; Robert Latimer to 
manager, and H. F. Wenger to assistant 
manager, other real estate maintenance 
department. 


In reporting to the stockholders of 
the National Bank of Detroit at the an- 
nual meeting held January 12, Presi- 
dent Walter S. McLucas discussed the 
bank’s 1936 earnings as follows: 
Earnings available for common stock, 
that is, all earnings after operating ex- 
penses, reserves, Federal income taxes 
and preferred stock dividends, amounted 
to $2,467,157.82,. equal to $4.93 per 
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share on the 500,000 shares of common 
stock. 

Following is a brief statement of in- 
come, expenses and earnings for the 
year: 

Gross income of $8,678,522.88 for the 
year included $1,234,132.74 profit from 
sale of United States Government se- 
curities which was disposed of as fol- 
lows: 


Write down of premiums 
on securities 

Transferred to reserve for 
losses account 


$ 923,687.61 
310,445.13 
$1,234,132.74 


Operating income for the year, rep- 
resenting the balance of gross income 
after deduction of profit from sale of 
United States Government securities was 
$7,444,390.14. It was disposed of as 
follows: 


Amortization of premiums 

ON SECUTILIES ..........000c0000 $ 368,146.71 
Interest paid 714,127.58 
Federal deposit insurance 

premium 275,722.54 
Salaries and wages .......... 1,716,468.06 
Rent, taxes and other ex- 

penses 
Special compensation plan 
Reserve for losses 
Preferred stock dividends 
Transferred to undivided 

2,467,157.82 


1,284,832.50 
195,546.05 
68,750.00 
353,638.88 


$7,444,390.14 


From earned undivided profits real- 
ized in 1936, and carried forward from 
1935, we have made the following 
transfers for purposes as shown: 

$1,000,000.00 was transferred to sur- 
plus, replacing in our fixed capital 
structure an equivalent amount of pre- 
ferred stock retired during the year. This 
transfer places our surplus at $7,500,- 
000.00 and the retirement reduces our 
outstanding preferred stock, all of which 
is held by the Reconstruction Finance 
Corporation, to $10,000,000.00. The 
annual dividend rate on the preferred 
stock was reduced effective October 1, 
1936, from 31% per cent. to 3 per cent., 
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this reduction to remain in effect perma- 
nently. 

$500,000.00 was transferred to reserve 
for common stock dividend account. 
This provides for the dividend of $1.00 
per share on the common stock—fifty 
cents per share paid August 1, 1936, 
and fifty cents per share to be paid 
February 1, 1937, to stockholders of 
record January 19, 1937. 

$25,000.00 was transferred to reserve 
for preferred stock dividend account. 
This transfer was made for the purpose 
of setting aside that part of preferred 
stock dividend declared December 8, 
1936, for payment February 1, 1937, 
which is applicable to and will be ac- 
crued in January, 1937. At the end of 
January, 1937, this amount will be re- 
stored to undivided profits account. 


q J. H. Bacheller, president, Fidelity 
Union Trust Company, Newark, N. J., 
in his annual report to the stockholders, 
January 12, stated that net earnings for 
the year 1936, exclusive of profits from 
the sale of securities, amounted to $1,- 
758,766.50. This was an increase over 
the year 1935 of $331,679.34. In ad- 
dition thereto there was a net profit for 
the year from the sale of securities 
amounting to $1,057,098.43. After 
making allowance for sundry adjust- 
ments of reserves and charge-offs on 
loans, there was a net balance trans- 
ferred to undivided profits account 
amounting to $2,811,405.82. Making 
deduction for dividends paid of $706,- 
743.54, laying aside a reserve for divi- 
dends for 1937 of $319,199.62, and after 
transferring to surplus $1,000,000 on 
February 1 and another $1,000,000 on 
August 1, increasing the surplus during 
the year from $2,500,000 to $4,500,000, 
thereby enabling the bank to call and 
retire $2,000,000 of preferred stock, the 
balance in undivided profits at the close 
of the year was $1,938,768.01. 


@The stockholders’ meeting of the 
American National Bank of Nashville, 
Tenn., was held on January 12, al 
which time all of the directors of the 
American National Bank were re-elected. 
In addition, there were two new direc- 
tors elected as follows: 
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R. D. Stanford, who is president of 
the Bank of Donelson, Tenn., is a lead- 
ing citizen of that community, and 
largely interested in real estate, home 
building, lumber and home furnishing. 

Also a new director elected was John 
Sloan of the Cain Sloan Company, one 
of the leading department stores of 
Nashville. 

On January 14 the directors of the 
American National Bank had their an- 
nual meeting and re-elected all of the 
officers and added thereto one new 
officer, Douglas Cowen as assistant 
cashier. Mr. Cowen had been with the 
American National Bank for a number 
of years in the business development 
department. 


q Earnings for the First National Bank 
of Boston for the full year 1936 totaled 
$7,281,000, an increase of $400,000 
over 1935, President Philip Stockton 
reported to shareholders at their an- 
nual meeting. On a share basis, 1936 
earnings totaled $3.27, against $3.07 
for 1935. 


q At the annual meeting of the National 
City Bank of New York Chairman 
James H. Perkins brought out the fol- 
lowing information concerning the 
bank’s 1936 earnings: 


Customary credit to re- 

serves from earnings .... $ 2,163,000 
Set aside from earnings 

for depreciation of bank 

premises 
Net earnings after deduc- 

tion of above reserves $13,243,674 


Of this sum $1,100,000 was set aside 
to meet estimated assessment for 1937 
for the Federal Deposit Insurance Cor- 
poration; $6,200,000 was paid in divi- 
dends of $1 per share on the bank’s 
common stock; $3,125,000 was credited 
to surplus, bringing it up to $42,500,- 
000, and $2,818,674 was added to un- 
divided profits. 

The City Bank Farmers Trust Com- 
pany during 1936 added $629,234 to 
undivided profits out of earnings of 
$1,730,685, after transfer to reserves of 
$1,345,602, and crediting to undivided 
profits of $244,151 from other sources. 
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The combined net earnings of $13,- 
243,674 for the bank and $629,234 for 
the trust company for 1936 figure out 
at the rate of $2.24 per share. 


q At the annual meeting of the New 
York Trust Company Chairman Morti- 
mer N. Buckner reported net operating 
earnings, before recoveries, of $4,568,- 
282 in 1936 equal to $9.13 per share. 
The net operating earnings of $4,568,- 
282 for 1936 compared with operating 
earnings of $3,893,358 for 1935. Mr. 
Buckner reported that about $800,000 
of the 1936 net operating earnings came 
from profit realized on securities. 


q The net earnings of the Corn Ex- 
change National Bank & Trust Com- 
pany, Philadelphia, for the year ended 
December 31, 1936, were $1,369,390, 
after all expenses and reserves for taxes 
and depreciation, according to President 
Paul Thompson. 

“Out of these earnings, $455,000 was 
paid in dividends, the balance trans- 
ferred to undivided profits and various 
reserve accounts,” Mr. Thompson stated. 

As of December 31, 1936, the bank 
had total deposits of $110,884,671, an 
increase of $16,000,000 over the pre- 
vious year, and the highest total in his- 
tory. 


gq National Shawmut Bank of Boston 
earned approximately $2.70 a share, be- 
fore reserves, during 1936, against $2.25 
a share in 1935, Walter S. Bucklin, 
president, reported to stockholders at 
the annual meeting held January 13. 


Bank Stocks 


q New York City bank stocks showed 
moderate net appreciation for 1936, 
Hoit, Rose & Troster report. The 
weighted average of seventeen leading 
issues opened January 2 at 59.25, but 
after reaching a peak of 63.93 on Janu- 
ary 14, eased off steadily to the year’s 
low of 50.29 on April 30. Throughout 
May to early August, however, a strong 
recovery set in which carried the aver- 
age 36 per cent. higher to the ‘year’s 
high of 68.48 on August 7—the highest 
levels since September 12, 1932. 
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The list maintained this gain well 
until late October and early November, 
when a low of 58.08 for this move was 
reached November 23. A sharp rally 
late in November continued throughout 
December, and the average closed De- 
cember 31 at 62.36, a net gain of about 
5 per cent. for the year. 

Gains were widespread throughout 
the list, with eleven of the seventeen 
issues closing higher for the year. 


Bank Buildings 


g Holland & White of 101 Park avenue, 
New York, will take over the business 
of the late Charles A. Holmes, bank 
architect, whose death occurred last 
June. 

Mr. Holmes was born at Albany, N. 
Y., fifty-seven years ago where, after 
completing his elementary education, 
he went to New York and entered Mas- 
queray Atelier. 

He was then employed in the super- 
vising architect’s office in Washington, 
worked several years in Denver and Los 
Angeles and returned east to enter 
Carreare & Hastings’ office and then 
Bates & Howe’s office. 

In 1913 he went in business under 


THE LATE CHARLES A. HOLMES 


the name of Charles A. Holmes and five 
years later Holmes & Winslow, which 
firm was dissolved in 1931 and he con- 
tinued to practice under his own name 
until his death. 

At the time of his death banks under 
construction were: 

Queens County Savings Bank, Flush- 
ing, N. Y.; Greater New York Savings 
Bank, Brooklyn, N. Y.; South Brooklyn 
Savings Bank, Brooklyn, N. Y.; South 
Brooklyn Savings Bank real estate 
office, Brooklyn, N. Y., and Westchester 
County Savings Bank, Tarrytown, N. Y. 

Mr. Holmes achieved distinction as a 
specialist in the design of bank build- 
ings during a professional practice of 
twenty-three years. 


q The Tilghman Moyer Company of 
Allentown, Pa., which specializes in the 
design and construction of bank and 
office buildings, has recently been 
awarded the following contracts: 

To remodel and enlarge the present 
banking quarters of the Suffolk County 
National Bank of Riverhead, N. Y. 

To remodel and enlarge the present 
banking quarters of the Pulaski Na- 
tional Bank, Pulaski, Va. 


Capital Changes 


qJ. H. Bacheller, president, Fidelity 
Union Trust Company, Newark, N. J., 
has announced that the board of direc- 
tors has authorized the retirement of 
$1,000,000 of preferred stock as of 
February 11, 1937, and a dividend on 
the common stock of seventy-five cents, 
payable February 1, to stockholders of 
record at the close of business January 
22. This is an increase in the rate on 
the common stock to seventy-five cents 
from sixty cents, semi-annually, or to 
$1.50 from $1.20 on the yearly basis. 
The customary dividend on the pre- 
ferred stock was authorized. The pre- 
ferred stock outstanding is reduced to 
$4,000,000 from $5,000,000, and was 
originally issued in June of 1934 in the 
amount of $7,000,000. 


@The board of directors of the City 


- National Bank and Trust Company of 


Chicago has authorized the transfer of 
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$1,000,000 from undivided profits to 
surplus account. As a result of this 


transfer the capital and surplus of the 
bank is now $6,000,000. 


Bank Earnings 


q Total deposits of the fifteen member 
banks of Wisconsin Bankshares Cor- 
poration amounted to $271,208,000 as 
of December 31, 1936, an increase of 
$30,491,000 during the past year, it 
was reported at the annual stockhold- 
ers’ meeting held in Milwaukee Janu- 


ary 5. 


qThe Pennsylvania Exchange Bank, 
New York, whose progress in 1936 has 
been outstanding, has paid a bonus of 
two weeks’ salary to all employes, in- 
cluding officers. During the year $50,- 
000 was transferred from earnings to 
surplus. Total assets as of December 
31, 1936, were $4,584,099.08 and de- 
posits were $3,779,974.98. 


q Total resources of the Guaranty Trust 
Company of New York on December 31, 
1936, were $2,086,978,870.17, the larg- 
est in the bank’s history, and compared 
with $1,847,433,862.46 on December 
31, 1935, and $1,953,014,382.38 at the 
time of the last published statement, 
September 30, 1936. The company’s 
deposits also reached a new high total 
of $1,744,810,010.75, as compared with 
$1,513,931,162.96 a year ago, an in- 
crease of $230,878,847.79. 

Capital and surplus remained un- 
changed at $90,000,000 and $170,000,- 
000, respectively, and undivided profits 
were $9,356,562, showing a gain of $1,- 
958,150.28 for the year. The statement 
shows United States Government obliga- 
tions of $590,105,249.40, as compared 
with $474,466,017.17 a year ago and 
$750,329,192.17 on September 30, 1936. 


qThe best year in the fourteen and a 
half years of operation of the Morris 
Plan Bank of Virginia was reported by 
Thomas C. Boushall, president, at a 
meeting of the stockholders held in 
Richmond January 8. 

A gain of $3,232,502 in resources 
was announced for 1936 over 1935, 
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bringing total resources of the organiza- 
tion to $17,019,775. Also reported 
was an increased of $3,816,939 in total 
deposits for a total in 1936 of $15,- 
033,904. 

Outstanding loans in 1936 totaled 
$11,238,287 as compared with $8,857,- 
102 for 1935, or a gain of $2,381,185. 
The number of accounts currently being 
served is 70,000 representing individuals 
throughout the state of Virginia and in 
the five cities where the bank operates: 
Richmond, Newport News, Norfolk, 
Petersburg and Roanoke. 


q The board of directors of the Cleve- 
land Trust Company has declared a 
dividend of $2 per share, payable De- 
cember 30. The dividend applies for the 
year 1936 but does not establish a regu- 
lar dividend rate, according to Harris 
Creech, president. The last previous 
dividend was declared in December, 
1932. 

One week’s additional compensation 
was also voted for all employes earning 
$5000 a year or less, and who have 
been in the bank’s employ at least one 
year. About 1600 employes benefited. 


Personal 


q James F. Farrell has been elected a 
director of The Public National Bank 
and Trust Company of New York. He 
began his banking career with the for- 
mer National Bank of Commerce in 
New York and was an officer at the time 
that institution was merged with the 
Guaranty Trust Company. From the 
latter company he joined the staff of The 
Public National Bank -and Trust Com- 
pany of New York in December, 1930, 
as comptroller, was elected vice-presi- 
dent in September, 1931, and has been 
serving in the capacity of executive 
vice-president since early 1935. 


q Leonard A. Lewinton has been made 
assistant secretary of the London office 


of the Guaranty Trust Company of New 
York. 


G Joseph Wayne, Jr., president of the 
Philadelphia National Bank, was _ re- 


-elected president of the Philadelphia 
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Clearing House Association on January 
11. Howard A. Loeb, chairman of the 
Tradesmens National Bank and Trust 
Company, was chosen vice-president, 
and Clarence H. Batten, secretary. 


qS. H. Logan, at the comparatively 
early age of 55, has succeeded Sir John 
Aird, dean of Canadian banking,. as 
president of The Canadian Bank of 
Commerce. 

Born at Milfort, Nova Scotia, on 
April 24, 1881, the son of the late 
William J. Logan, and educated at the 
Springhill public and high schools, Mr. 
Logan joined at the age of 16 the old 
Halifax Banking Company at Spring- 
hill and was teller at New Glasgow 
when the company was merged with 
The Canadian Bank of Commerce in 
1901. He received his first appointment 
at Wiarton, Ont., as accountant in 1903. 
Then came the opportunity which 
brought him into contact with a 
Canadian industry the importance of 
which to the Dominion and in world 
markets has since reached phenomenal 
proportions. A little over thirty years 
ago Cobalt came into the limelight as 
the center of the new silver mining field. 


SIR JOHN AIRD 


Retiring president, The Canadian 
Bank of Commerce 


S. H. LOGAN 


New president, The Canadian 
Bank of Commerce 


With its characteristic interest in de- 
veloping pioneer fields, the bank sent 
the young accountant to open a branch 
in a tent at Cobalt in 1905 and from 
then until 1913 he was not only Cobalt 
manager but in charge of all the bank’s 
Northern Ontario business. This laid 
the foundation of his interest in the 
great northern mining and forest indus- 
tries and brought him into touch with 
the men who have been mainly respon- 
sible for their development. 

In 1913 Mr. Logan was appointed 
manager at St. John’s, Newfoundland, 
and in 1917 he was selected to super- 
vise the newly organized foreign de- 
partment at head office. In this capa- 
city he acquired a first-hand knowledge 
of foreign banking and foreign lands 
with which the bank’s relations were 
rapidly developing, for he visited not 
only Great Britain and Continental 
Europe but Australasia and the Pacific 
Islands, the Far East and South America 
during a period of three years. On his 
visit to the last-named he was accom- 
panied by the late Sir Edmund Walker, 
then president of the bank. 

Mr. Logan’s promotion has_ been 
rapid. In 1923 he was appointed senior 
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agent in New York, and less than three 
years later was chosen as general man- 
ager. Since October, 1935, he has been, 
in addition, president of The Canadian 
Bankers’ Association. He is well known 
in social and club circles, not only in 
Toronto but in Montreal and New York, 
besides being a leader in Canadian 
financial life, where he has so well 
demonstrated his capability and in- 
dustry. 


qD. Porter Dunlap, head of the banks 
and bankers department of the Bank of 
America National Trust and Savings 
Association, San Francisco, was elected 
vice-president at the January meeting 
of the board of directors. 


q Election of C. M. MacFarlane to be 
assistant trust officer of Citizens Na- 
tional Trust & Savings Bank of Los 
Angeles was announced by Herbert D. 
Ivey, president, following the January 
meeting of directors. For the past three 
years Mr. MacFarlane had been assist- 
ant secretary. He has been with the 
trust department of Citizens since March, 
1924, and prior to that time had been 
associated with other trust companies. 
He is a native of Canada, a graduate of 
McGill University, Montreal, and 
studied law at Osgood Hall, Toronto. 

It was also recently announced that 
H. B. Dickie has been made a branch 
manager at the Vermont and Vernon 
avenues branch. He succeeds C. W. 
Cannon, resigned. Mr. Dickie has been 
with the Citizens since 1930. Prior to 
moving to Los Angeles he was cashier 
of a bank at Campo, Colo., from 1921 
to 1924, when he moved to Pasadena 
and became assistant cashier of what 
is now the Pasadena Savings Bank. 


{Harvey D. Gibson, president of Manu- 
facturers Trust Company, New York, 
has announced the following promo- 
tions: 

Raymond A. Lockwood, Eugene S. 
Hooper, Jr., and William E. Ford of 


the main office, from assistant vice- 
presidents to vice-presidents; A. Har- 
bert Planteroth, officer in charge of the 
39th street branch, from assistant vice- 
President to vice president; Joseph 
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Brown, officer in charge of the Canal 
street branch, from assistant vice-presi- 
dent to vice-president; Francis Crave, 
supervising officer for the Bronx 
branches, from assistant vice-president 
to vice-president; Harry C. Kilpatrick, 
from assistant manager of the real es- 
tate department to assistant vice-presi- 
dent; Edward J. Korbel, officer in 
charge of the 85th street branch, from 
assistant secretary to assistant vice- 
president; Stewart E. Morris and Joseph 
M. Vollmer of the main office, from as- 
sistant secretaries to assistant vice- 
presidents; Alfred R. Weil, officer in 
charge of the Southern boulevard office, 
from manager to assistant secretary. 
Robert W. Cordon and Ambrose C. 
Brady, who have been with the bank 
for a number of years, were elected as- 
sistant secretaries. 


q John Van Buren Thayer celebrated 
his eighty-fifth birthday on January 15 
by reporting to work as usual at the 
Central Hanover Bank and Trust Com- 
pany, New York. Sixty-five years ago 
on the same date he started to work 
for the old Union Trust Company at 
73 Broadway. Thus, through a series 
of mergers, he has been at his post at 
the same institution for sixty-five years. 


JOHN VAN BUREN THAYER 
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He is now twenty years beyond the re- 
tirement age established under the So- 
cial Security Act. 

Mr. Thayer has seen the staff of the 
bank grow from the original 15 to 
more than 2400 today; its capital funds 
from $1,291,000 to $87,798,132 and its 
deposits from $10,571,000 to $879,465,- 
252; the modest banking rooms at 73 
Broadway expand to 14 offices in New 
York City with correspondents through- 
out the world. He still is convinced that 
accuracy in figuring is an important 
qualification in the banking business. 

“The stupendous advance in all liv- 
ing conditions and comforts is the out- 
standing fact in a long life,” said Mr. 
Thayer. “A steady rush toward im- 
provement in all lines has taken place. 
The telephone, the radio, the airplane 
have brought all the world into closer 
touch. Miracles, so far as the thought 
of my youth is concerned, have taken 
place. 

“The United States is still the leader 
and has a standard above any other. 
May this continue.” 


q Clarance Stanley, at the age of 39, 
was elevated to the presidency of Union 
Trust Company in Pittsburgh December 
31. He is one of the youngest men 
ever chosen for such an important 
banking position. 

Mr. Stanley has been first vice-presi- 
dent since June, 1935, and has been 
acting chief executive of the large bank- 
ing institution for over a year and a 
half. He now becomes president of a 
bank whose resources on December 31 
were $388,000,000. Capital of the 
Union Trust Company was $1,500,000, 
surplus $75,000,000 and deposits $295,- 
000,000 at the end of the year. 

Born in Pittsfield, Mass., Mr. Stan- 
ley was educated at Berkshire School 
and Yale University. During the World 
War he served with the Naval Aviation 
forces. He is married and has two 
sons, 4 and 6, and a daughter six 
months old. 

The new president of Union Trust 
Company has had a rapid rise in bank- 
ing circles during the twelve years he 
has been in Pittsburgh. He came to 
that city in 1924, serving first in the 
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bond department at Union Trust, sub- 
sequently becoming assistant  vice- 
president and then vice-president. As 
first vice-president he assumed active 
direction of the bank as successor to 
the late H. C. McEldowney. 

He is a director of Union Trust Com- 
pany, Koppers United Company, Pitts- 
burgh Steel and Superior Steel. 


@ Merle E. Selecman has been ap- 
pointed deputy manager of the Ameri- 
can Bankers Association and secretary 
of the trust division. On March 1, he 
will assume the place made vacant by 
the resignation effective on that date, 
of Henry E. Sargent who will become 
editor of Trust Companies Magazine. 


q Walker Scott, vice-president of the 
Virginia Trust Company, Richmond, 
Va., since 1917 and former president 
of the Virginia Bankers Association, 
has been elected president of the Vir- 
ginia Trust Company. Mr. Scott was 
elected to fill the vacancy on the death 
of Herbert W. Jackson. 


G Joseph M. Naughton, for the past 
nine years comptroller of the Pittsfield- 
Third National Bank, Pittsfield, Mass., 
has been appointed treasurer of the 
Eaton Paper Corporation. Mr. Naugh- 
ton succeeds John R. Tobey who has 
resigned to take a position with the 
City Savings Bank. 

A native of Rochester, N. Y., Mr. 
Naughton attended the University of 
Rochester for three years, specializing 
in chemical engineering. He then en- 
tered the Massachusetts Institute of 
Technology, where he was graduated in 
1924. 


@ George A. Kinney has resigned as 8 
vice-president of The Chase National 
Bank of New York to establish a trust 
department for the Bank of Bermuda, 
Ltd. He will assume the duties of trust 
officer of that institution at Hamilton, 
Bermuda, on February 1, and will make 
his home thereafter permanently in Ber- 
muda. 

Mr. Kinney has spent the greater part 
of his life in banking and has a recog- 
nized position in the trust field. He 





THE BANKERS MAGAZINE 


was with the Hamilton Trust Company 
of Brooklyn for more than twenty years 
and joined The Chase National Bank in 
1919, when that institution’s trust de- 
partment was formed. He became trust 
officer in 1921, and was elected vice- 
president in 1930. He has been ac- 
tively associated with the American 
Institute of Banking for many years, 
serving in a number of official capac- 
ities, including a term as president of 
New York Chapter in 1921. 

Mr. Kinney has lectured and written 
widely on trust functions, and the in- 
vitation to join the staff of the Bank of 
Bermuda is a tribute to the ability 
gained over many years of service in his 


chosen field. 


q A half-century of association with the 
Connecticut River Banking Company of 
Hartford was concluded New Year’s 
Day by Henry Wood Erving, chairman 
of the board of directors of that insti- 
tution. Mr. Erving, dean of Connecticut 
bankers by virtue of nearly 66 years in 
the banking business, entered the em- 
ploy of the Connecticut River Banking 
Company as a cashier on January l, 


1887. 


q The following promotions in the offi- 
cial staff of The Chase National Bank, 
New York, were announced January 13 
after a meeting of the board of direc- 
tors: 

Eugene R. Black and Joseph B. Ryan, 
vice-presidents; Otto T. Kreuser, sec- 
ond vice-president; Alfred W. Barth, 
Howard W. Courtney, John P. Doran, 
Harry J. Fitzell and Frank M. Gregory, 


assistant cashiers. 


{Edward T. Gafney, formerly assistant 
auditor of the Manufacturers Trust Com- 
pany, New York, has been appointed 
auditor. 


q At a meeting of the board of directors 
of the State Street Trust Company, Bos- 
ton, Mass., held January 18, 1937, 
Abbott W. Blodgett was promoted to 
the position of transfer clerk, succeed- 
ing Thomas J. Harper, retired. Mr. 
Blodgett was born in Waltham, Mass., 
graduating from the public schools 
there and later from Bryant & Stratton 


THE RT. HON. LORD WARDINGTON 
Chairman, Lloyds Bank Limited 
(From a recent portrait) 


Commercial College. He has been as- 
sociated with the transfer department of 
the State Street Trust Company since 
February, 1907, for several years hold- 
ing the office of assistant transfer clerk. 


Safe Deposit 


q At the annual meeting of the New 
York State Safe Deposit Association 
held January 13 the following officers 
were elected: 

President, Martin L. Jensen, assistant 
treasurer and manager, The Chase Safe 
Deposit Company, New York; Ist vice- 
president, Alfred L. Curtiss, secretary, 
New York Stock Exchange Safe Deposit 
Company, New York; 2nd _ vice-presi- 
dent, William Haas, general manager, 
Manufacturers Safe Deposit Company, 
New York; secretary, James A. McBain, 
assistant treasurer, The Chase Safe De- 
posit Company, New York; treasurer, 
FE. Walter Boedecker, manager, Fidelity 
Safe Deposit Company, New York; new 
members of executive committee: George 
F. Parton, general manager, Standard 
Safe Deposit Company, New York; 
James G. Manchester, Jr., manager, safe 
deposit vaults, Central Savings Bank, 
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New York; John A. Kane, secretary, 
Atlantic Safe Deposit Company, New 
York; R. W. Freer (ex-officio), secre- 
tary and general manager, Central Han- 
over Safe Deposit Company, New York; 
members of executive committee con- 
tinuing in office: Robert T. Root, man- 
ager, Fifth Avenue Bank Safe Deposit 
Vaults, Inc., New York; Roswell D. 
Regan, manager, National City Safe 
Deposit Company, New York; John A. 
Elbe, cashier, Lincoln Savings Bank of 
Brooklyn, N. Y.; Merwin L. Smith, 
assistant treasurer, Bowery Savings 


Bank, New York. 


q] A test suit to determine the right of 
Pennsylvania State Secretary John B. 
Kelly to require banks to open their 
vaults and safety deposit boxes to repre- 
sentatives of the State seeking to dis- 
cover unreported taxable stocks, bonds 
or mortgage collaterial has been started 
in the Dauphin County Equity Court. 

Judge W. H. Hargest granted a rule 
requiring the Harrisburg National Bank, 
Harrisburg, Pa., to show cause why it 
should not permit the state to go into 
the bank to obtain the required informa- 
tion. 

The bank, through counsel, declared 
that the personal property tax law of 
June 22, 1935, does not specifically give 
Mr. Kelly legal authority to demand 
such information since it would demand 
the institutions to divulge personal in- 
formation. 

The bank pointed out that, if it com- 
plied with the state’s request without 
proper authority of the law, it would 
open itself to suit by any customer or 
borrower for damages. The bank also 
contends the act unconstitutional in that 
such an examination would be “unrea- 
sonable search.” 

Furthermore, counsel for the bank 
said Mr. Kelly’s agents have no specific 
knowledge of collateral in the bank; 
they “only seek to ascertain the informa- 
tion.” 


Small Loans 


@ A budget loan department for the 
granting of character loans ranging 


from $100 to $1000 to individuals has 


been organized by the Central National 
Bank of Cleveland, Ohio. This is re- 
ported to be the first entrance into the 
small loan field by a Cleveland bank. 


q According to a recent announcement 
sent out to its customers by the Manu- 
facturers Trust Company of New York, 
the rate on personal or installment loans 
at the bank has been changed to 4 per 
cent. on loans with collateral and to 
5 per cent. on loans endorsed by co- 
makers. The former rate was 6 per 
cent. established when the bank first 
entered the small loan field. The change 
represents a 2 per cent. drop in the rate 
on installment loans with collateral but 
is only nominal on co-maker type loans, 
since while the rate is being made 5 per 
cent. on these loans, the installment pay- 
ments will no longer draw interest. 


q The following banks have recently 
been authorized to conduct personal 
loan departments by the New York State 
Banking Department: Power City Trust 
Company, Niagara Falls; Trust Com- 
pany of Northern Westchester, Mt. 
Kisco. 


Service Charges 


@|The CheckMaster Plan has been 
adopted by the Union Bank of Erie, 
Penn., and the City Bank and Trust 
Company of Wilmington, Del. 

Under the CheckMaster Plan a check- 
ing account may be opened with a de- 
posit of $1.00 and checking facilities 
maintained without any minimum bal- 
ance ever being required. A charge of 
five cents is made by the bank for each 
item withdrawn from or deposited in a 
CheckMaster account. Cancelled checks 
are not returned to the depositors, but 
are kept on file at the bank where they 
may be inspected at any time if neces- 
sity should arise. Statements are sent 
to the depositors every three months. 
The check books issued to the depositors 
are exactly the same as those in use by 
commercial banks and bear no mark 
indicating that there may be only a 
small balance on deposit. 





AN EFFECTIVE REMODELING JOB 


First National Bank, Williamsport, Pennsylvania, 
Improves Appearance and Increases Efficiency 


ECENTLY completed alterations 

to the banking room of the First 

National Bank of Williamsport, 
Pa., have resulted in a gratifying gain 
in convenience and efficiency of opera- 
tion as well as a decided improvement 
in appearance. 

After the disastrous flood of March, 
1936, a certain amount of repair 
work and replacement was necessary, 
and the directors took advantage of the 
opportunity to effect a complete mod- 
ernization of its quarters. The Tilgh- 
man Moyer Company of Allentown, Pa., 
with over a score of years spent in the 
designing and erection of bank build- 
ings, was retained to do the work. 

The bank remained in its quarters 
during the alterations, which were done 
in such a way as not to interfere with 
its normal activities. 

Every effort was made to simplify 
and lighten the effect of the interior. 
The old banking screen of highly col- 
ored marble and heavy cast bronze was 
replaced by a new one of modern 


design. Check desks, electric light 
brackets, etc., were removed from the 
walls, and mahogany window and door 
frames and other woodwork were 
painted a light color. As a result, the 
really fine proportions of the banking 
room can at last be appreciated. 

The new banking screen is about six 
feet in height. The lower portion is 
of “tavernelle clair” marble, an im- 
ported marble of a warm color and 
delicate veining. The upper part is of 
plate glass and bronze, the latter fin- 
ished in a natural color. The solid 
marble counter which separated the 
officers’ space from the lobby has been 
replaced by a graceful balustrade of 
marble. The officers’ space has been 
considerably enlarged and finished with 
a marble wainscot and rubber tile floor. 

The marble floor in the public lobby 
was replaced by terrazzo, in shades of 
brown and tan, with a black border. 
Above this is a base of Belgian black 
marble and a wainscot of tavernelle 
clair. Two check desks of the same 


The First National Bank, Williamsport, Pa., before alterations. 
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The First National Bank, Williamsport, Pa., after alterations. 


material as the banking screen occupy 
the center of the lobby. 

The tellers’ counters, back of the 
screen, are of furniture steel, replacing 
the old wood counters. These are aug- 
mented by lateral counters extending at 
right angles to the screen. These 
counters separate the tellers’ stations 
and also make it possible for the tellers 
to do a large part of their clerical work 
without leaving their places at the 
wickets. The counters are lighted by 
continuous concealed reflectors. 

The decorations add much to the at- 
tractiveness of the interior. The walls 
have been finished in blocks of slightly 
varying tones of a grayed buff. The 
cornice and ceiling beams are a lighter 
and warmer tone of the same color, 
with blue, yellow and buff introduced 
in the ornamented portions. The ladies’ 
room, opening from the lobby, has been 
decorated in the popular Regency style, 
in bluish green, yellow and white. 
Other rooms throughout the first and 
mezzanine floors have been decorated 
in plain neutral colors. The posting 
room on the mezzanine floor has a ceil- 
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ing of an acoustical material designed 7 
to minimize the noise of the machines,” 

The First National Bank of Williams-7 
port occupies an exceptionally stron 
position among the banks of Central” 
Pennsylvania. Organized in 1863, it > 
built in 1906 an eight-story bank and 
office building which it still occupies. ~ 
After a reorganization John W. Whit- 
ing, former president of the National 7 
Security Bank and Trust Company of} 
Philadelphia, assumed the presidency” 
in January, 1934. Under Mr. Whiting’s™ 
administration the bank has paid off its] 
indebtedness to the R. F. C. and ma-} 
terially increased its assets. At the} 
close of 1936 the capital stock, surplus) 
and undivided profits amounted to ap- 
proximately $446,750. Deposits are) 
$2,566,941.76. Total assets are well] 
over $3,000,000. 4 

The bank’s trust department also does 7 
a large business, with a total of $6,216 
841.60 at the close of 1936. 

The other officers of the bank are” 
Kenneth E. Crooks, vice-president; Mal- 3 
vin F. Gstalder, vice-president and trust ~ 
officer; William C. Burr, cashier. ; 
Eugene E. Schleh, assistant cashier. 








